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ABSTRACT
The p r imar y  o b j e c t i v e  of  t h i s  s t udy  was t o  d e t e r m i n e  
t h e  a b i l i t y  o f  d i f f e r e n t  s u b s e t s  o f  i n f o r m a t i o n  under  
t h e  S t a t e m e n t  o f  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  No. 33 
(SFAS 3 3 ) ,  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  (HC/CD), c u r r e n t  
c o s t  (CC) ,  and c u r r e n t  c o s t  c o n s t a n t  d o l l a r  (CC/CD) ,  
t o  p r e d i c t  t h e  c h a n g e s  i n  s t o c k  p r i c e s  a s  compared t o  
t h a t  o f  HC i n f o r m a t i o n .
The s t u d y  was c a r r i e d  o u t  u s i n g  t h e  d a t a  a v a i l a b l e  
f o r  t h e  y e a r s  1979-1981 .  The t e s t  p e r i o d  was t h e  e l e v e n  
weeks s u r r o u n d i n g  t h e  i s s u a n c e  d a t e s  o f  t h e  f i r m s '  a nn ua l  
r e p o r t s  which was a p p r o x i m a t e d  by u s i n g  t h e  d a t e  of  annua l  
e a r n i n g s  a n n o u n c e m e n t  t h a t  a p p e a r e d  i n  t h e  p u b l i c  media  
s u c h  a s  t h e  W a l l  S t r e e t  J o u r n a l .  Two s a m p l e s  f o r  two 
t i m e  p e r i o d s  ( 1 9 7 9 - 1 9 8 0  and 1 9 8 0 - 1 9 8 1 )  w e r e  s e l e c t e d  
f rom t h e  c o m p a n i e s  l i s t e d  on t h e  n o n f i n a n c i a l  f i l e  of  
t h e  FASB S t a t e m e n t  33 Data  Bank.
The s e c u r i t y ' s  c u m u l a t i v e  w e e k l y  r e t u r n  a d j u s t e d  
f o r  d i v i d e n d s  and s t o c k  s p l i t s  was used  a s  t h e  d e p e n d e n t  
v a r i a b l e  and  p e r c e n t a g e  c h a n g e  i n  e a r n i n g s  p e r  s h a r e  
and  t h e  r e l a t e d  component s  were  used  a s  t h e  i n d e p e n d e n t  
v a r i a b l e s .  Each sample  was a s s i g n e d  t o  d i f f e r e n t  i n d u s t r y  
g r o u p s  b a s e d  upon t h e  f i r s t  two d i g i t s  of  t h e  companies
v i i i
SIC c o d e .  Each i n d u s t r y  g r o u p  was d i v i d e d  be tween two 
s u b s a m p l e s .  Subsample  (1) was used  t o  e s t i m a t e  t h e  p r e d i c t i o n  
m o d e l s  t h r o u g h  l e a s t  s q u a r e  r e g r e s s i o n .  Subsample  (2) 
( h o l d - o u t  s a m p l e ) ,  w h i c h  i n c l u d e d  t e n  o b s e r v a t i o n s  i n  
e v e r y  c a s e ,  was used  t o  t e s t  and compare t h e  p r e d i c t i v e  
a b i l i t y  o f  t h e  mod el s .
P r e d i c t i o n  e r r o r s  o f  t h e  f o u r  m o d e l s ,  HC, HC/CD, 
CC, and CC/CD m o d e l s ,  were  a n a l y z e d  t h r o u g h  a s p i t - p l o t  
d e s i g n  ANOVA. D u n c a n ' s  m u l t i p l e  r ange  t e s t  was c a r r i e d  
o u t  as  a p o s t  ANOVA t e s t  w h e r e v e r  a p p r o p r i a t e .
The r e s u l t s  i n d i c a t e d  t h a t ,  i n  p r e d i c t i n g  t h e  changes  
in  s t o c k  p r i c e s ,  HC i n f o r m a t i o n  compe tes  w i t h  t h r e e  s u b s e t s  
o f  i n f l a t i o n  a d j u s t e d  d a t a  a v a i l a b l e  unde r  SFAS 33 and 
none of  t h e s e  t h r e e  can s i g n i f i c a n t l y  a n d / o r  c o n s i s t e n t l y  
o u t p e r f o r m  t h e  HC d a t a .  F u r t h e r m o r e ,  t h e  i n d u s t r y  was 
no.t a s i g n i f i c a n t  f a c t o r  i n  p r e d i c t i n g  t h e  c ha ng es  i n  




The g r o w i n g  i n f l a t i o n  i n  t h e  p a s t  decade  has  been 
p e r c e i v e d  t o  i m p a i r  t h e  u s e f u l n e s s  o f  h i s t o r i c a l  c o s t  
i n f o r m a t i o n  t o  d e c i s i o n  makers  such as  management ,  i n v e s t o r s ,  
and c r e d i t o r s .  Th i s  has  prompted t h e  a u t h o r i t a t i v e  b o d i e s  
w i t h i n  d i f f e r e n t  c o u n t r i e s  i n c l u d i n g  t h e  Un i t ed  S t a t e s  
t o  l o o k  f o r  a way o f  d i s c l o s i n g  t h e  e f f e c t  o f  i n f l a t i o n  
and c h a n g i n g  p r i c e s  on t h e  a c c o u n t i n g  d a t a  i n  f i n a n c i a l  
r e p o r t i n g .  A f t e r  a l o n g  p e r i o d  of  d e l i b e r a t i o n  t h e  F i n a n c i a l  
A c c o u n t i n g  S t a n d a r d s  B o a r d  (FASB) i s s u e d  t h e  S t a t e m e n t  
o f  F i n a n c i a l  A c c o un t i n g  S t a n d a r d s  No. 33 (SFAS33) [FASB, 
1979] which i s  s upposed  t o  d e a l  w i t h  t h e  problem of  i n f l a t i o n  
and c ha ng in g  p r i c e s  i n  an e x p e r i m e n t a l  manner .  As i n d i c a t e d  
i n  t h e  S t a t e m e n t ,  t h e  FASB w i l l  r e v i e w  t h e  e f f e c t  and 
u s e f u l n e s s  o f  d i f f e r e n t  d i s c l o s u r e  r e q u i r e m e n t s  o f  t h e  
S t a t e m e n t  and make n e c e s s a r y  r e v i s i o n s .  The p u r p o s e  
o f  t h i s  r e s e a r c h  i s  t o  p r o v i d e  some e v i d e n c e  w i t h  r e g a r d  
t o  t h e  u s e f u l n e s s  o f  t h e  i n f o r m a t i o n  c o n t e n t  o f  SFAS 
33 d i s c l o s u r e s  a s  c o m p a r e d  t o  t h a t  o f  h i s t o r i c a l  c o s t  
i n f o r m a t i o n .
H i s t o r i c a l  Background
In a d d i t i o n  t o  go ing  c on c e r n  and r e a l i z a t i o n ,  s t a b l e
1
monet ary  u n i t  m e as u re  "was one of  t h e  t h r e e  b a s i c  p o s t u l a t e s  
o f  a c c o u n t i n g "  [ R o s e n f i e l d ,  1 98 1 ,  p.  9 5 1 .  The S t u d y  
G roup  on B u s i n e s s  I ncome  [ 1 9 5 2 ,  p.  2 0 ]  r e c o g n i z e d  t h e  
f a c t  t h a t  t h e  p o s t u l a t e  o f  s t a b l e  moneta ry  u n i t  i s  t h e  
o l d e s t  o f  t h e  a b o v e  t h r e e  p o s t u l a t e s .  However,  d u r i n g  
t h e  1 9 2 0 s ,  c o m p a n i e s  s t a r t e d  t o  w r i t e  up t h e i r  a s s e t s  
" a s  sound v a l u e s  wer e  c o n s i d e r e d  t o  be h i g h e r  t h a n  r e c e n t  
c o s t s "  [ H e n d r i k s e n ,  1977,  p. 6 1 ] .
B e f o r e  t h e  end o f  1920s ,  t h e  1929 s t o c k  m a r k e t  c r a s h  
f o l l o w e d  by t h e  " G r e a t  D e p r e s s i o n "  c a u s ed  t h e  companies  
t o  s t a r t  w r i t i n g  down t h e i r  a s s e t s  and s t o p  t h e  w r i t e - u p s  
q u i c k l y  [ R o s e n f i e l d ,  1 98 1 ,  p .  9 5 ] .  The a c c o u n t a n t s  of  
t h a t  p e r i o d ,  who were  blamed i n  p a r t  f o r  t h e  c r a s h  b ecau se  
o f  t h e i r  i n v o l v e m e n t  i n  t h e  w r i t e  u p s ,  d e c i d e d  n o t  t o  
be e x p o s e d  t o  such a c ha r ge  a g a i n .  "They i n s i s t e d  t h a t  
a s s e t s  be c a r r i e d  no h i g h e r  t h a n  h i s t o r i c a l  c o s t "  [ R o s e n f i e l d ,  
1981,  p.  9 5 ] .
I n  1936 t h e  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n  (AAA) 
e n d o r s e d  t h e  a c c o u n t a n t s '  p o s i t i o n  i n  a " f u n d a m e n t a l  
a x i o m "  o f  a c c o u n t i n g  w h i c h  s a y s  " a c c o u n t i n g  i s  . . .  no t  
e s s e n t i a l l y  a p r o c e s s  o f  v a l u a t i o n ,  b u t  t h e  a l l o c a t i o n  
o f  h i s t o r i c a l  c o s t s  and r e v e n u e s  t o  t h e  c u r r e n t  and s u c c e e d i n g  
f i s c a l  p e r i o d s "  [1936]  . The Amer ican I n s t i t u t e  o f  A c c o u n t a n t s  
(AIA) -  a p r e d e c e s s o r  of  t h e  American I n s t i t u t e  o f  C e r t i f i e d  
P u b l i c  A c o u n t a n t s  (AICPA) -  emphas ized  t h e  same t h o u g h t  
i n  1 9 3 4 .  In  one o f  t h e  s i x  r u l e s  a d o p t e d  by t h e  AIA
3m e m b e r s h i p  i n  t h a t  y e a r  a s  i n d i c a t e d  i n  t h e  R e p o r t  of
S p e c i a l  Commit tee on Development  of  A cc ou n t i ng  P r i n c i p l e s :
" p r o f i t  i s  deemed t o  be r e a l i z e d  when a s a l e  i n  t h e  o r d i n a r y
c o u r s e  o f  b u s i n e s s  i s  e f f e c t e d ,  u n l e s s  t h e  c i r c u m s t a n c e s
a r e  s u c h  t h a t  t h e  c o l l e c t i o n  o f  t h e  s a l e  p r i c e  i s  n o t
r e a s o n a b l y  a s s u r e d "  [1934,  p. 11 ] .
D u r i n g  and a f t e r  t h e  s e c o n d  W o r ld  War,  t h e  h i g h
r a t e  o f  i n f l a t i o n  ca us e d  p r e s s u r e  on t h e  a c c o u n t i n g  p r o f e s s i o n
t o  r e c o g n i z e  t h e  e f f e c t s  o f  i n f l a t i o n  on d e p r e c i a t i o n .
However ,  t h e  AIA o u t l a w e d  t h e  p r i c e - l e v e l  d e p r e c i a t i o n
i n  A c c o u n t i n g  R e s e a r c h  B u l l e t i n  no.  33 i n  1947 and t h e
Commit tee on A c co un t in g  P r o c e d u r e  r e s i s t e d  f u r t h e r  p r e s s u r e
t o  r e a c t  t o  t h e  a c c o u n t i n g  p r ob lems  of  i n f l a t i o n  by s t a t i n g :
S h o u l d  i n f l a t i o n  p r o c e e d  so f a r  t h a t  o r i g i n a l  
d o l l a r  c o s t s  l o s e  t h e i r  p r a c t i c a l  s i g n i f i c a n c e ,  
i t  m i gh t  become n e c e s s a r y  t o  r e s t a t e  a l l  a s s e t s  
i n  t e r m s  o f  t h e  d e p r e c i a t e d  c u r r e n c y ,  as  has  
b e e n  done  i n  some c o u n t r i e s .  But  i t  does  n o t  
seem t o  t h e  C om mi t t e e  t h a t  such a c t i o n  s hou l d  
be recommended now. . . .  [1948]
T he  AAA a l s o  n o t e d  t h e  n eed  f o r  c o n s i d e r i n g  t h e  
e f f e c t s  o f  f l u c t u a t i o n s  i n  t h e  p u r c h a s i n g  power o f  money 
in  i t s  r e v i s e d  A c c o un t i n g  Conce pt s  and S t a n d a r d s  U n d e r l y i n g  
C o r p o r a t e  F i n a n c i a l  S t a t e m e n t s  [ 1 9 4 8 ] .  The d e b a t e  on 
t h e  e f f e c t s  o f  f l u c t u a t i o n s  i n  t h e  p u r c h a s i n g  power of  
money and p r i c e  l e v e l  d e p r e c i a t i o n  l a s t e d  more t h a n  t e n  
y e a r s .  The AICPA (AIA p r i o r  t o  t h i s  t i m e  [ 1 9 5 8 ] )  announced 
t h e  r e s u l t s  o f  i t s  1957 o p i n i o n  s urvey  of  i n f l a t i o n  a d j u s t e d  
d e p r e c i a t i o n .  T h e s e  r e s u l t s  i n d i c a t e d  t h e  d e s i r a b i l i t y
4of  making t h e  s t o c k h o l d e r s  aware  of  t h e  e f f e c t s  o f  p r i c e  
l e v e l  c h a ng es  i n  some manner .
The  p r o b l e m  o f  i n f l a t i o n  o r  d e f l a t i o n  ( c h a n g i n g  
p r i c e s )  and  i t s  i m p l i c a t i o n s  f o r  f i n a n c i a l  r e p o r t i n g  
w e r e  r e c o g n i z e d  by t h e  A c c o un t i n g  P r i n c i p l e s  Board (APB) 
a s  l a t e  a s  19 6 1 .  I n  t h i s  y e a r  t h e  APB c o n c l u d ed  t h a t  
" t h e  a s s u m p t i o n  i n  a c c o u n t i n g  t h a t  f l u c t u a t i o n s  i n  t h e  
v a l u e  o f  t h e  d o l l a r  may be i g n o r e d  i s  u n r e a l i s t i c .  . . . "  
[ T i e r n e y ,  1963,  p. 5 6 ] .  Spr ouse  and Mooni tz a g r e e d  w i t h  
t h i s  s t a t e m e n t  i n  t h e  A c c o u n t i n g  R e s e a r c h  S t ud y  (ARS) 
No. 3 [ 1 9 6 2 ,  pp .  1 7 - 1 8 ] .  C o n s e q u e n t l y ,  t h e  APB s t a r t e d  
a p r o g r a m  which  a u t h o r i z e d  r e s e a r c h  by t h e  s t a f f  o f  t h e  
A c c o u n t i n g  R e s e a r c h  D i v i s i o n  of  t h e  AICPA t o  i n v e s t i g a t e  
t h e  ways  t o  d e a l  w i t h  t h i s  i s s u e .  T h i s  i n v e s t i g a t i o n  
r e s u l t e d  i n  t h e  p u b l i c a t i o n  o f  ARS No. 6 ,  " R e p o r t i n g  
t h e  F i n a n c i a l  E f f e c t s  o f  P r i c e - L e v e l  C h a n g e s , "  [1963]  
which recommended p r e s e n t a t i o n  of  s u p p l e m e n t a r y  f i n a n c i a l  
s t a t e m e n t s  t h a t  a r e  a d j u s t e d  f o r  t h e  chang es  i n  t h e  g e n e r a l  
l e v e l  o f  p r i c e s .  However,  an a l t e r n a t i v e  t o  t h i s  a pp r o a c h  
t h a t  may be a r g u e d  i s  r e s t a t e m e n t  f o r  t h e  c h a n g e s  i n  
t h e  s p e c i f i c  l e v e l  o f  p r i c e s  b u t  ARS No. 6 m o s t l y  a d d r e s s e d  
t h e  ch an ges  i n  t h e  g e n e r a l  l e \  *h  o f  p r i c e s .
L a t e r  i n  1969 t h e  APB i s s u e d  S t a t e m e n t  No. 3 [APB, 
1969] which a l s o  recommended p r i c e - l e v e l  a d j u s t e d  i n f o r m a t i o n  
i n  s u p p l e m e n t a r y  form.  However s i n c e  t h e  r a t e  o f  i n f l a t i o n  
was n o t  t h a t  h i g h  a c t u a l  d i s c l o s u r e s  p er  APB S t a t e m e n t
5No. 3 were no t  w i d e s p r e a d .  In  1973 and 1974 t h e  i n f l a t i o n  
r a t e ,  b a s e d  on t h e  Consumer  P r i c e  I n d e x ,  was 8 . 8  and
1 2 . 2  p e r c e n t ,  r e s p e c t i v e l y .  The h i g h  r a t e  o f  i n f l a t i o n  
renewed t h e  d e b a t e  r e g a r d i n g  t h e  u s e f u l n e s s  of  h i s t o r i c a l  
c o s t  a c c o u n t i n g  i n  an i n f l a t i o n a r y  economy. T h i s  renewed 
c o n t r o v e r s y  p r o m p t e d  t h e  FASB and t h e  S e c u r i t i e s  and 
Exchange Commission (SEC) t o  s t a r t  i n v e s t i g a t i n g  d i f f e r e n t  
ways  o f  d e a l i n g  w i t h  t h e  i s s u e  w h i c h  w o u l d  r e s u l t  i n  
p r o t e c t i n g  t h e  p u b l i c  i n t e r e s t .
I n  F e b r u a r y  1 9 7 4 ,  t h e  FASB r e s p o n d e d  by i s s u i n g  
a d i s c u s s i o n  memorandum.  I n  A p r i l  1974,  t h e  FASB h e l d  
p u b l i c  h e a r i n g s  on t h e  t o p i c  and s e v e r a l  months  l a t e r ,  
i n  December 1974,  i s s u e d  an e x p o s u r e  d r a f t  which f a v o r e d  
g e n e r a l - p r i c e - l e v e l  (GPL) a d j u s t e d  s t a t e m e n t s  a s  s u p p l e m e n t a l  
i n f o r m a t i o n  t o  t h e  h i s t o r i c a l  c o s t  s t a t e m e n t s .  Whi le  
t h e  FASB was i n v i t i n g  comments  on t h i s  e x p o s u r e  d r a f t ,  
t h e  SEC i s s u e d  A c c o u n t i n g  S e r i e s  R e l e a s e  (ASR) No. 190 
i n  March 1976,  which r e q u i r e d  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
t o  be r e p o r t e d  i n  t h e  Form 10-K f o r  f i s c a l  y e a r s  e n d i n g  
on or  a f t e r  December 25 ,  1976.  Th i s  d i s c l o s u r e  r e q u i r e m e n t  
i n d i c a t e d  t h e  SEC’ s b e l i e f  t h a t  t h e  p u b l i c  i n t e r e s t  had 
n o t  b e e n  me t  by e i t h e r  h i s t o r i c a l  c o s t  s t a t e m e n t s  o r  
t h e  FASB' s  E x p o s u r e  D r a f t  [Bloom and D e h e s s a y ,  1 9 81 ,  
p .  4 8 ] .  C o n s e q u e n t l y ,  i t  i mp os ed  i t s  own s t a n d a r d s  t o  
p r o t e c t  t h e  p u b l i c  i n t e r e s t .  As t h e  r e s u l t  of  t h i s  a c t i o n  
by t h e  SEC, i n  November 1975,  t h e  FASB wi th dre w i t s  1974
6Exposure  D r a f t ,  p en di ng  f u r t h e r  s t u d y .
In December 1978,  a f t e r  a few y e a r s ,  t h e  FASB i s s u e d  
a n o t h e r  Exposure  D r a f t ,  " F i n a n c i a l  R e p o r t i n g  and Changing 
P r i c e s . "  L a t e r ,  t h e  FASB [ G r i f f i n ,  1979] h e l d  a c o n f e r e n c e  
i n  New York Ci ty  t o  c a l l  a t t e n t i o n  t o  t h e  need f o r  more 
a d e q u a t e  d i s c l o s u r e s  which r e f l e c t  t h e  e f f e c t s  o f  c ha ng in g  
p r i c e s  and d i s c u s s  i t s  e x p o s u r e  d r a f t .  Most p a r t i c i p a n t s  
a c k n o w l e d g e d  t h i s  n e e d ;  h o w e v e r ,  t h e y  a s k e d  t h e  FASB 
n o t  t o  r e q u i r e  c o m p l i c a t e d  d i s c l o s u r e s ,  s u ch  as  t h o s e  
i n d i c a t e d  by t h e  Exposur e  D r a f t ,  which would n o t  be u n d e r ­
s t a n d a b l e  t o  t h e  u s e r s .  F i n a l l y ,  i n  S e p t e m b e r  1979 ,  
t h e  FASB i s s u e d  SFAS 33.  Based on t h i s  s t a t e m e n t ,  companies  
w h i c h  h a v e  more  t h a n  $125 m i l l i o n  i n  i n v e n t o r i e s  and 
g r o s s  p r o p e r t y ,  p l a n t ,  and e q u i p m e n t  o r  more  t h a n  $1 
b i l l i o n  t o t a l  a s s e t s  a f t e r  d e p r e c i a t i o n  a r e  r e q u i r e d  
t o  d i s c l o s e  s u p p l e m e n t a l  i n f o r m a t i o n  r e g a r d i n g  t h e  g e n e r a l  
p r i c e - l e v e l  a d j u s t m e n t s ,  c u r r e n t  c o s t  a d j u s t m e n t s ,  and 
c u r r e n t  c o s t - c o n s t a n t  d o l l a r  a d j u s t m e n t s .  I n  O c t o b e r  
1979,  t h e  SEC r e p e a l e d  i t s  ASR 190 d i s c l o s u r e  r e q u i r e m e n t s  
i n  f a v o r  o f  t h e  SFAS 33.  The SFAS 33,  t o  some e x t e n t ,  
i s  a m i x t u r e  o f  t h e  1974 E x p o s u r e  D r a f t  and t h e  SEC's  
ASR 190 d i s c l o s u r e  r e q u i r e m e n t s .
T h e o r e t i c a l  C o n t r o v e r s i e s
I n  g e n e r a l ,  t o  d e a l  w i t h  t h e  e f f e c t  o f  i n f l a t i o n  
and  c ha ng i ng  p r i c e s  t h r e e  d i f f e r e n t  a p p r o a c h e s  have been 
p r o p o s e d  i n  t h e  l i t e r a t u r e .  These a r e  h i s t o r i c a l  c o s t /
7c o n s t a n t  d o l l a r ,  c u r r e n t  c o s t  and c u r r e n t  c o s t / c o n s t a n t
d o l l a r  a p p r o a c h e s .
S w e e n e y ' s  b o ok  " S t a b i l i z e d  A c c o u n t i n g " [ 1 9 6 4 ]  i s
one  o f  t h e  e a r l y  s o u r c e s  c o n t a i n i n g  t h e  c o n c e p t s  and
p r o c e d u r e s  f o r  g e n e r a l  p u r c h a s i n g  power  a c c o u n t i n g .
A p a r t  o f  h i s  a r g u m e n t  [ p .  4]  i n  f a v o r  of  t h e  g e n e r a l
p u r c h a s i n g  power  a d j u s t m e n t s  ( p r i c e - l e v e l  a d j u s t m e n t )
i s  t h a t  a l t h o u g h  i t  a p p e a r s  t h a t  men work f o r  money r a t h e r
t h a n  c on su mp t i on  goods :
Bu t  e v e n  t h e n  money i s  d e s i r e d ,  by t h e  m i s e r  
and t h e  l o v e r  o f  power as  w e l l  as  by t h e  a v e r a g e  
i n d i v i d u a l ,  on l y  b ec a u s e  i t  r e p r e s e n t s  a b i l i t y  
t o  buy d e s i r a b l e  c o m m o d i t i e s  and  s e r v i c e s .
B u t ,  i t  may be a r g u e d ,  t h e  t h i n g s  t h a t  men 
buy w i t h  money a r e  n o t  a lwa ys  c ons umpt i on  goods .
Much o f  t h e  t i m e  t h e y  a r e  ' p r o d u c t i o n  g o o d s , '  
s u c h  a s  f a c t o r y  mach i ne r y  and b u i l d i n g s .  When 
men buy p r o d u c t i o n  g o o d s ,  h o w e v e r ,  t h e y  do 
so on l y  b e c a u s e  i n  most  c a s e s  they  hope t h e r e b y  
t o  o b t a i n  e v e n t u a l l y  more  o f  t h e  c o n s u m p t i o n  
g o o d s  t h a t  t h e y  w a n t  t h a n  t h e y  c o u l d  o b t a i n  
by buy in g  them i n  t h e  f i r s t  p l a c e .
I n  c o n s e q u e n c e  o f  t h e  f o r e g o i n g ,  a c c o u n t i n g  
d a t a  s h o u l d  i d e a l l y  be measured  w i t h  r e f e r e n c e  
t o  t h e  p r o g r e s s  made i n  o b t a i n i n g  e i t h e r  more 
c o n s u m p t i o n  g o o d s  o r  g r e a t e r  power o ve r  them.
T h e s e  c o n s u m p t i o n  g o o d s  a r e  t h o s e  r e p r e s e n t e d  
i n  t h e  c o s t  o f  l i v i n g .
W i l l i a m  P a t o n ,  i n  an i n t r o d u c t o r y  s e c t i o n  t o  t h e
1964 r e i s s u e  o f  S w e e n e y ' s  book  s t a t e d  t h a t  " s t a b i l i z e d
a c c o u n t i n g  . . .  s t i l l  c l e a r l y  p o i n t s  t h e  w a y . "  R o b e r t
S t e r l i n g  [ 1 9 7 0 ,  p p .  3 3 7 ,  3 40 ]  a d v a n c e d  t h e  a r g u m e n t  a
s t e p  f u r t h e r  and s t a t e d :
We v i e w  ' e n t e r p r i s e '  a s  n o t h i n g  more  t h a n  a 
c o n v e n i e n t  name f o r  t h e  v e h i c l e  t h a t  humans
8e s t a b l i s h  t o  maximize . . .  t h e i r  u t i l i t y .
In  v i e w  o f  t h e  m o t i v a t i o n  o f  t h e  e n t e r p r i s e ,  
i t  s h ou ld  be ob vi ous  t h a t  we t h i n k  t h e  Consumer 
P r i c e  I n d e x  i s  m o s t  a p p r o p r i a t e .  I t  i s  t h e  
c l o s e s t  s u b s t i t u t e  f o r  a u t i l i t y  m e a s u r e m e n t  
t h a t  i s  c u r r e n t l y  a v a i l a b l e .
A n o t h e r  a r g u m e n t  h a s  b e e n  t h a t  " t h e  a c c o u n t a n t ' s  
y a r d s t i c k "  i s  c o n s t a n t l y  c h a n g i n g  w h i c h  makes  i t  ha r d  
i f  n o t  i m p o s s i b l e  t o  r e a c h  any c o n c l u s i o n  w i t h  r e s p e c t  
t o  t h e  r e l a t i v e  economic p o s i t i o n  o f  an e n t e r p r i s e  from 
d i r e c t  comp ar i so n  of  t h e  c o n v e n t i o n a l  a c c o u n t i n g  s t a t e m e n t s  
[ P a t o n ,  19 2 0] .  Pa t on  [1920,  p.  31 s t a t e s  t h a t  " a c c o u n t a n t s  
d e a l  w i t h  an u n s t a b l e ,  u n t r u s t w o r t h y  i n d e x ;  and,  a c c o r d i n g l y ,  
c o m p a r i s o n s  o f  u n a d j u s t e d  a c c o u n t i n g  s t a t e m e n t s  p r e p a r e d  
a t  d i f f e r e n t  p e r i o d s  a r e  a l ways  more or  l e s s  u n s a t i s f a c t o r y .  " 
I n  a s i m i l a r  a r gument ,  Moonitz [ 1961 ,  pp.  44 - 46 ]  r e f e r s  
t o  t h e  u n s t a b l e  measurement  u n i t  a s  a problem o f  i n c o n s i s t e n c y  
i n  t h e  f i n a n c i a l  s t a t e m e n t s  o f  an e n t i t y  o ve r  d i f f e r e n t  
p e r i o d s  o f  t i m e .  He s u g g e s t s  t h e  p r e p a r a t i o n  o f  f i n a n c i a l  
s t a t e m e n t s  based  on a s t a b l e  u n i t  o f  measurement  t o  make 
them more i n  l i n e  w i t h  t h e  c o n s i s t e n c y  c o n c e p t .
Ot her  b e n e f i t s  t h a t  a r e  c l a i m e d  t o  a t t r a c t  a t t e n t i o n  
t o  t h e  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  i n f o r m a t i o n  i n c l u d e  
t h e i r  o b j e c t i v i t y  and a u d i t a b i l i t y  [Dav i dson  and Wei l ,  
1 9 7 5 ] .  F i n a l l y ,  t h e  f o l l o w i n g  b e n e f i t s  from h i s t o r i c a l  
c o s t / c o n s t a n t  d o l l a r  -  " c u r r e n t  d o l l a r "  -  a r e  c l a i med  
by t h e  C o m m i t t e e  on C o n c e p t s  and  S t a n d a r d s  U n d e r l y i n g  
C o r p o r a t e  F i n a n c i a l  S t a t e m e n t s  o f  t h e  AAA [1951,  p. 4 70 ] :
91. The a p p r a i s a l  of  m a n a g e r i a l  e f f e c t i v e n e s s
i n  t e r m s  o f  t h e  p r e s e r v a t i o n  o f  t h e  c u r r e n t  
d o l l a r  e q u i v a l e n t  o f  t h e  c a p i t a l  i n v e s t e d  
i n  t h e  b u s i n e s s  a n d  n o t  m e r e l y  i n  i t s  
i n i t i a l  d o l l a r  amount .
2 .  The  a n a l y s i s  o f  e a r n i n g  power  i n  t e r m s
of  t h e  c u r r e n t  economic b ac kd ro p .
3.  T h e  d e t e r m i n a t i o n  and j u s t i f i c a t i o n  o f
s o u n d  w a g e  p o l i c i e s ;  n e g o t i a t i o n s  w i t h  
l a b o r  u n i o n s .
4 .  The d e t e r m i n a t i o n  by government  o f  l o n g - r a n g e
p o l i c i e s  w i t h  r e s p e c t  t o  " c o n t r o l "  o f  
t h e  economy t h r o u g h  moneta ry  p o l i c y ,  p r i c e  
r e g u l a t i o n ,  l i m i t a t i o n  o f  p r o f i t s ,  t a x a t i o n ,  
e t c .
5.  The c r e a t i o n  of  an i n fo r me d  p u b l i c  o p i n i o n
w i t h  r e s p e c t  t o  p r o f i t s ,  p r i c e s ,  w a g e s ,  
e t c . ,  a n d  t h e  e f f e c t  o f  i n f l a t i o n  ( o r  
d e f l a t i o n )  upon  f i n a n c i a l  r e l a t i o n s h i p s  
g e n e r a l l y .
6.  The d e t e r m i n a t i o n  o f  m a n a g e r i a l  p o l i c i e s
w i t h  r e s p e c t  t o  p r i c i n g ,  c r e d i t ,  d i v i d e n d s ,  
e x p a n s i o n ,  and t h e  l i k e .
A l l  a f o r e m e n t i o n e d  b e n e f i t s  o f  h i s t o r i c a l  c o s t / c o n s t a n t
d o l l a r  i n f o r m a t i o n  have  a t t r a c t e d  c o n s i d e r a b l e  a t t e n t i o n .
T h i s  i s  e v i d e n c e d  by t h e  work o f  s e v e r a l  a u t h o r s  t r y i n g
t o  p r o v i d e  s h o r t  c u t  p r o c e d u r e s  t o  c o n v e r t  t h e  h i s t o r i c a l
c o s t  i n f o r m a t i o n  i n t o  r e a s o n a b l e  a p p r o x i m a t i o n s  o f  h i s t o r i c a l
c o s t / c o n s t a n t  d o l l a r  d a t a .  T h e s e  a t t e m p t s  i n c l u d e  t h e
wo rk  o f  S a m u e l s o n  [ 1 9 7 2 ] ,  P e t e r s e n  [ 1 9 7 3 ] ,  Davidson and
Weil  [19751 and P a r k e r  [ 1 9 7 7 ] .
From a t h e o r e t i c a l  p o i n t  o f  view i t  h a s  been a r gu ed  
t h a t  t h e  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  i n f o r m a t i o n  
n e i t h e r  i s  i n t e r p r e t a b l e  (does  n o t  have  r e a l  wo r ld  meaning)  
n o r  i s  r e l e v a n t  f o r  d e c i s i o n  m a k i n g  [ S t e r l i n g ,  1975] .
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S t i k n e y  and Gr een  [1974]  a r g u e d  t h a t  p r o v i d i n g  f i n a n c i a l
s t a t e m e n t s  b a s e d  on c o n s t a n t  d o l l a r  w o u l d  n o t  make a
m a t e r i a l  d i f f e r e n c e  and t h e  r a n k i n g  o f  companies  based
on r a t e  o f  r e t u r n  w ou ld  n o t  c h a n g e .  In  o p p o s i t i o n  t o
p r i c e - l e v e l  a d j u s t e d  i n f o r m a t i o n ,  R e v s i n e  and Weygandt
[ 1 9 7 4 ]  a r g u e d  t h a t  f i n a n c i a l  s t a t e m e n t  u s e r s  would l i k e
t o  r e c e i v e  i n f o r m a t i o n  i n  t e r m s  o f  money r a t h e r  t h a n
g e n e r a l  p u r c h a s i n g  power .
A second a p p r o a c h  d e a l i n g  w i t h  i n f l a t i o n  and c ha ng in g
p r i c e s  i s  c u r r e n t  c o s t  a c c o u n t i n g .  One way t o  a p p r o x i m a t e
t h e  c u r r e n t  i n p u t  v a l u e  i s  t h e  use  o f  r e p l a c e m e n t  c o s t .
I t  h a s  b e e n  a r g u e d  t h a t  d i s a g g r e g a t i o n  o f  n e t  i n co m e
i n t o  h o l d i n g  g a i n  and r e p l a c e m e n t  c o s t  income would r e s u l t
i n  m e a s u r e s  o f  r e t u r n  g e n e r a t e d  by d e c i s i o n s  r e l a t i n g
t o  t h e  h o l d i n g  and o p e r a t i n g  f u n c t i o n s  r e s p e c t i v e l y  [Edwards
and B e l l ,  196 1 ] .
Bur to n  [ 1975,  p.  69] a r g u e d  t h a t  t h e  e f f e c t i v e  c om pl i an ce
w i t h  t h e  m a t c h i n g  c o n c e p t  r e q u i r e s  t h e  u t i l i z a t i o n  of
c u r r e n t  c o s t  and c o n c l u d e d :
N e v e r t h e l e s s ,  i n  an  i n f l a t i o n a r y  t i m e  when 
r e v e n u e s  a r e  l a r g e l y  b a s e d  on c u r r e n t  m a r k e t  
p he no me na ,  c o s t s  m u s t  be s i m i l a r l y  b a s e d  i f  
t h e  m a t c h i n g  p r o c e s s  i s  t o  p r oduce  a m e a n i n g f u l  
measure  o f  r e s u l t s .
T h i s  seems t o  a r g u e  s t r o n g l y  f o r  a measurement  
s y s t e m  u s i n g  c u r r e n t  e c o n o m i c  c o s t s .  Under  
s u c h  an a p p r o a c h ,  e x p e n s e s  w o u l d  be based  on 
t h e  c u r r e n t  c o s t  of  r e p l a c e m e n t  o f  t h e  p a r t i c u l a r  
a s s e t s  s o l d  o r  u s e d .  In  t h i s  way t h e  m a t c h i n g  
p r o c e s s  w o u l d  show a l o n g - r u n  a v e r a g e  c a s h  
f low f i g u r e  ba s ed  on c u r r e n t  c o s t s  a t  t h e  t ime  
t r a n s a c t i o n s  o c c u r .  T h i s  may be d e s c r i b e d
s '
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as  t h e  e a r n i n g  power of  t h e  f i r m .
Two o t h e r  a r g u m e n t s  a r e  p r e s e n t e d  i n  f a v o r  o f  c u r r e n t  
c o s t  a c c o u n t i n g  [ R o s e n f i e l d ,  1 9 8 1 ,  p. 1 1 6 ] .  The f i r s t  
one i s  t h a t  " t h e  c o s t  a v o i d e d  by owning an a s s e t  i s  a 
s a t i s f a c t o r y  amount  a t  which t o  p r e s e n t  i t  i n  t h e  b a l a n c e  
s h e e t . "  The s e c o n d  a r gumen t  i s  t h a t  " t h e  s a c r i f i c e  t h a t  
w o u l d  be i n c u r r e d  by an e n t e r p r i s e  on b e i n g  d e p r i v e d  
o f  an a s s e t  . . .  i s  a s a t i s f a c t o r y  amount  a t  w h i c h  t o  
p r e s e n t  t h e  c o s t  o f  s e l l i n g  o r  u s i n g  t h e  a s s e t  i n  t h e  
income s t a t e m e n t  and t h e  s a c r i f i c e  i s  t h e  c u r r e n t  buying  
p r i c e  o f  s i m i l a r  a s s e t s . "
On t h e  o t h e r  hand S t e r l i n g  [1975]  a r g u e d  t h a t  under  
c u r r e n t  v a l u e ,  t h e  f i n a n c i a l  s t a t e m e n t  numbers a r e  s t a t e d  
i n  t e r m s  o f  number  o f  d o l l a r s  (NOD) and  i n t e r p r e t a b l e  
a s  t h e  m e a s u r e s  o f  NOD, b u t  only  t h e  a s s e t  f i g u r e s  can 
be i n t e r p r e t e d  i n  t e r m s  o f  command o v e r  goods .  F u r t h e r m o r e ,  
t h e r e  i s  a problem w i t h  t h e  measurement  u n i t  which d i f f e r s  
f rom one p e r i o d  t o  a n o t h e r  r e s u l t i n g  i n  t h e  i n f o r m a t i o n  
n o t  b e i n g  a d j u s t e d  f o r  t h e  changes  i n  t h e  g e n e r a l  p u r c h a s i n g  
power  o f  t h e  m o n e t a r y  u n i t .  C on s e q u e n t l y  t h e  f i n a n c i a l  
s t a t e m e n t s  o f  t h e  same company,  p r e p a r e d  u s i n g  t h e  c u r r e n t  
c o s t ,  a r e  n o t  c o mp ar a b l e  over  d i f f e r e n t  p e r i o d s  o f  t i me .  
T h e s e  d e f i c i e n c i e s  o f  c u r r e n t  c o s t  h a v e  b r o u g h t  a bo ut  
t h e  s u g g e s t i o n  f o r  a t h i r d  a p p r o a c h  c a l l e d  " c u r r e n t  c o s t /  
c o n s t a n t  d o l l a r " .
The  c u r r e n t  c o s t / c o n s t a n t  d o l l a r  a p p r o a c h  wou ld
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a c h i e v e  t h e  d i c h o t o m i z a t i o n  o b j e c t i v e  a d v o c a t e d  by Edwards 
and B e l l  and,  a l s o ,  would r e s u l t  i n  f i n a n c i a l  s t a t e m e n t s  
o f  t h e  same company b e i n g  s t a t e d  i n  t e r m s  o f  t h e  u n i t  
o f  m e a s u r e m e n t  w i t h  t h e  same p u r c h a s i n g  p o w e r .  T h i s  
w ou l d  a l s o  e n h a n c e  t h e  c o m p a r a b i l i t y  o f  t h e  f i n a n c i a l  
s t a t e m e n t s  o f  t h e  same company over  t i m e .  C u r r e n t  v a l u e /  
c o n s t a n t  d o l l a r  i n f o r m a t i o n  w o u l d  p r o v i d e  t h e  p r e s e n t  
and  p o t e n t i a l  i n v e s t o r s ,  c r e d i t o r s ,  and o t h e r  u s e r s  of  
f i n a n c i a l  r e p o r t s  w i t h  t h e  k i nd  o f  i n f o r m a t i o n  t h a t  has  
r e a l  w o r l d  i n t e r p r e t a t i o n ,  does  n o t  c o n t a i n  measurement  
u n i t  e r r o r ,  and i s  i n t e r p r e t a b l e  a s  a mea s ur e  o f  command 
o v e r  g o o d s .  B e c a u s e  of  i t s  i n t e r p r e t a b i l i t y  as  command 
o v e r  g o o d s ,  S t e r l i n g  [ 19 75 ]  b e l i e v e s  i t  t o  be t h e  most  
r e l e v a n t  i n f o r m a t i o n  f o r  any d e c i s i o n - m a k i n g  m o d e l .  
T r a p n e l l  and Sami [ F o r t h c o m i n g ]  a r g u e  t h a t  c u r r e n t  c o s t /  
c o n s t a n t  d o l l a r  i n f o r m a t i o n  have  r e p r e s e n t a t i o n a l  f a i t h f u l n e s s  
and  t h e  o u t c o m e  o f  t h e  FASB e x p e r i m e n t  w i t h  r e g a r d  t o  
t h e  SFAS 33 i s  e x p e c t e d  t o  s u p p o r t  t h e  r e p o r t i n g  of  t h i s  
i n f o r m a t i o n .
Beaver  and Landsman [1983 ,  ch.  2] a r g ue  t h a t  h i s t o r i c a l  
c o s t  c o m p u t a t i o n s  such as  d e p r e c i a t i o n  r e f l e c t  t h e  a n t i c i p a t e d  
i n f l a t i o n ;  c o n s e q u e n t l y ,  c o n s t a n t  d o l l a r  and c u r r e n t  
c o s t  a c c o u n t i n g  would r e s u l t  i n  d o u b l e - c o u n t i n g  a t  l e a s t  
a p o r t i o n  o f  i n f l a t i o n  ( t h e  a n t i c i p a t e d  p o r t i o n ) .  Th i s  
d o u b l e - c o u n t i n g  o f  i n f l a t i o n  w o u l d  c a u s e  t h e  r a t e s  o f  
r e t u r n  r e p o r t e d  u n d e r  c o n s t a n t  d o l l a r  and c u r r e n t  c o s t
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a c c o u n t i n g  n o t  t o  be i n t e r p r e t a b l e .  They f u r t h e r  a r gue  
t h a t  t h e  u s e f u l n e s s  o f  SFAS 33 d a t a  d e p e n d s  upon  t h e  
a b i l i t y  t o  p r o v i d e  i n f o r m a t i o n  a b o u t  t h e  e f f e c t s  o f  u n a n t i c i ­
p a t e d  i n f l a t i o n  and t h e  mag ni t ud e  o f  r e s u l t e d  measurement  
e r r o r  from d o u b l e - c o u n t i n g  t h e  i n f l a t i o n .
The i n f o r m a t i o n  p r o v i d e d  u nde r  SFAS 33 i s  t h e o r e t i c a l l y  
a p p e a l i n g  a n d ,  bas ed  upon t h e  a n a l y s i s  p r o v i d e d  i n  t h i s  
s e c t i o n ,  s h o u l d  p r o v i d e  i n f o r m a t i o n  n o t  c o n t a i n e d  i n  
t h e  h i s t o r i c a l  c o s t  d a t a .  Howev er ,  t h e  u s e f u l n e s s  o f  
t h i s  i n f o r m a t i o n  i n  a r e a l  wor ld  s i t u a t i o n  i s  an e m p i r i c a l  
q u e s t i o n  w h i c h  p r o v i d e s  t h e  b a s i s  f o r  t h e  problem t h a t  
t h i s  s tud y  i s  d e s i g n e d  t o  i n v e s t i a g a t e .
S t a t e m e n t  of  t h e  Problem
T h i s  s tu dy  c o n c e n t r a t e d  on t h e  a b i l i t y  o f  d i f f e r e n t  
s e t s  o f  i n f o r m a t i o n  unde r  SFAS 33 ( h i s t o r i c a l  c o s t / c o n s t a n t  
d o l l a r ,  c u r r e n t  c o s t ,  and c u r r e n t  c o s t / c o n s t a n t  d o l l a r )  
t o  p r e d i c t  t h e  c h a n g e s  i n  s t o c k  p r i c e s  a s  compared t o  
t h a t  o f  h i s t o r i c a l  c o s t  i n f o r m a t i o n .  Based on t h e  s e m i - s t r o n g  
f o rm o f  m a r k e t  e f f i c i e n c y ,  s t o c k  p r i c e s  f u l l y  r e f l e c t  
a l l  p u b l i c l y  a v a i l a b l e  i n f o r m a t i o n .  C o n s e q u e n t l y ,  f i n a n c i a l  
s t a t e m e n t  d a t a ,  i n c l u d i n g  t h e  SFAS 33 i n f o r m a t i o n ,  s h o u l d  
i n  t h e o r y  be r e f l e c t e d  i n  t h e  s t o c k  p r i c e s  i n  an u n b i a s e d  
manner .  In  a d d i t i o n  t h e  a b i l i t y  o f  any s u b s e t  o f  i n f o r m a t i o n  
a v a i l a b l e  i n  t h e  f i n a n c i a l  s t a t e m e n t s  t o  p r e d i c t  changes  
i n  s t o c k  p r i c e s  w i t h  a l owe r  e r r o r  would p r o v i d e  e v i d e n c e  
of  i t s  u s e f u l n e s s  t o  t h e  u s e r s  a s  compared t o  o t h e r  s u b s e t s .
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Based on t h e  S t a t e m e n t  of  F i n a n c i a l  Acco u n t i ng  Co nc e p t s  
No. 2 (SFAC2) ,  t h e m o s t  i m p o r t a n t  q u a l i t a t i v e  c h a r a c t e r i s t i c s  
f o r  d e c i s i o n  u s e f u l n e s s  a r e  r e l e v a n c e  and r e l i a b i l i t y  
[FASB, 1 9 8 0 ,  P a r a g r a p h s  4 6 ,  47,  and 591.  As i n d i c a t e d  
i n  t h i s  s t a t e m e n t ,  t h e  i n f o r m a t i o n  i s  r e l e v a n t  i f  i t  
ha s  p r e d i c t i v e  a n d / o r  f e e d b a c k  v a l u e ,  and i f  i t  i s  p r o v i d e d  
on a t i m e l y  b a s i s .  The a b i l i t y  o f  any i n f o r m a t i o n  s e t  
t o  p r e d i c t  t h e  c h a n g e s  i n  t h e  s t o c k  p r i c e s  w i t h  l ower  
e r r o r  w o u l d  i n d i c a t e  t h a t  e i t h e r  t h e  i n f o r m a t i o n  s e t  
h a s  c a u s e d  t h e  c h a n g e  i n  t h e  s t o c k  p r i c e s  or  i s  h i g h l y  
c o r r e l a t e d  w i t h  some o t h e r  e v e n t ( s )  t h a t  h as  ca us e d  t h e  
c h a n g e .  C o n s e q u e n t l y ,  t h a t  i n f o r m a t i o n  s e t  would have  
more p r e d i c t i v e  v a l u e  and a s  a r e s u l t  more d e c i s i o n  u s e f u l ­
n e s s .
Need f o r  t h e  Study
The FASB w i l l  e v a l u a t e  t h e  r e s u l t s  o f  i t s  e x p e r i m e n t a t i o n  
w i t h  SFAS 33 t o  d e c i d e  w h e t h e r  t o  c o n t i n u e  w i t h  t h i s  
s t a t e m e n t ,  r e v i s e  i t ,  o r  e l i m i n a t e  i t .  Review o f  t h e  
l i t e r a t u r e  r e v e a l e d  i n s u f f i c i e n t  e v i d e n c e  r e g a r d i n g  t h e  
u s e f u l n e s s  o f  r e q u i r e d  i n f o r m a t i o n  u nde r  SFAS 33.  Most 
o f  t h e  r e s e a r c h  r e l a t i v e  t o  c h a n g i n g  p r i c e s  i s  r e l a t e d  
t o  t h e  i n f o r m a t i o n  c o n t e n t  o f  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
unde r  ASR No. 190 and t h e  u s e f u l n e s s  o f  p r i c e - l e v e l  a d j u s t e d  
d a t a  u s i n g  some e s t i m a t i o n  t e c h n i q u e .  However,  t h e  r e s u l t s  
o f  t h e s e  s t u d i e s  a r e  n o t  q u i t e  a p p l i c a b l e  t o  t h e  i n f o r m a t i o n  
a v a i l a b l e  u n d e r  SFAS 33 f o r  v a r i o u s  r e a s o n s .  F i r s t ,
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t h e  a v a i l a b l e  i n f o r m a t i o n  s e t  under  SFAS 33 i s  more compre­
h e n s i v e  t han  t h e  i n f o r m a t i o n  s e t  under  ASR 190 r e q u i r e m e n t s .  
Second,  f i n a n c i a l  s t a t e m e n t  u s e r s  may have a b e t t e r  u n d e r ­
s t a n d i n g  o f  t h e  i n f o r m a t i o n  s e t  a v a i l a b l e  u n d e r  SFAS 
33 a s  t h e  r e s u l t  o f  t h e i r  e x p e r i e n c e  w i t h  t h e  ASR 190 
d a t a .  T h i r d ,  s t u d i e s  t h a t  d e a l t  w i t h  t h e  p r i c e - l e v e l  
a d j u s t e d  d a t a  e s t i m a t e d  t h e  i n f o r m a t i o n  u s i n g  some s h o r t  
c u t  e s t i m a t i o n  a p p r o a c h e s  w h i c h  mi gh t  have  r e s u l t e d  i n
d i f f e r e n t  n u m b e r s  t h a n  t h o s e  now a v a i l a b l e  u n d e r  SFAS
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33.
S e v e r a l  s t u d i e s  i n v e s t i g a t e d  t h e  e f f e c t s  o f  supplementary  
i n f o r m a t i o n  under  SFAS 33 from d i f f e r e n t  p o i n t s  o f  v iew.  
The o v e r a l l  r e s u l t s  o f  t h e s e  s t u d i e s  a r e  m i xe d  ( some 
s u p p o r t e d  t h e  SFAS 33 and some d i d  n o t )  and i n c o n c l u s i v e .  
The o n l y  two s t u d i e s  t h a t  a r e  most  d i r e c t l y  r e l a t e d  t o  
t h i s  r e s e a r c h  a r e  t h o s e  by B e a v e r  and Landsman [1983]  
and Soroosh  Joo [ 1 9 8 2 ] .
The  r e s u l t s  o f  t h e  s t u d y  by B e a v e r  and La nd sman
a r e  open t o  d e b a t e  b e c a u s e  of  t h e  f o l l o w i n g  p r ob le ms :
1. S e c u r i t y  r e t u r n  ( t h e  d e p e n d e n t  v a r i a b l e )  i s  
c a l c u l a t e d  o v e r  a one y e a r  p e r i o d  -  e x t e n d i n g  
f r o m  J a n u a r y  1 t o  December  31 o f  e a c h  y e a r
-  f o r  a l l  t h e  c om pan i es  i n  t h e i r  sample which 
had  December  31 y e a r - e n d .  Th i s  would p r o v i d e  
a s e r i o u s  b i a s  i n  f a v o r  o f  h i s t o r i c a l  c o s t  
i n f o r m a t i o n  and  a g a i n s t  SFAS 33 d a t a .  T h i s  
b i a s  e x i s t s  b e c a u s e  u s u a l l y  by December  3 1 ,
a t  l e a s t  t h r e e  q u a r t e r s  o f  h i s t o r i c a l  c o s t  
i n f o r m a t i o n  have  been r e p o r t e d  and t h e r e  mi gh t  
be some o t h e r  news r e l e a s e s  by t h e  f i r m s  r e g a r d i n g  
t h e i r  annu a l  r e s u l t s .  On t h e  o t h e r  hand,  SFAS 
33 i n f o r m a t i o n  would  n o t  be known u n t i l  a f t e r  
t h e  i s s u a n c e  o f  a n n u a l  r e p o r t s  w h i c h  a l w a y s
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t a k e s  p l a c e  a t  l e a s t  a month  or  so a f t e r  t h e  
f i s c a l  y e a r - e n d  ( December  3 1 ) .  An u n b i a s e d  
i n f o r m a t i o n  c o n t e n t  s t u d y  would have  i n c l u d e d  
t h e  t i m e  p e r i o d  s u r r o u n d i n g  t h e  d a t e  o f  t h e  
an nu a l  r e p o r t .
2.  The two m o s t  i m p o r t a n t  v a r i a b l e s  u n d e r  SFAS 
33 i n f o r m a t i o n  -  t h e  p o s t  h o l d i n g  g a i n  n e t  
i n c o m e  (POST) and  t h e  p o s t  h o l d i n g  g a i n  n e t  
i n c om e  a d j u s t e d  f o r  t h e  e f f e c t s  o f  i n f l a t i o n  
(POSTP) -  a r e  n o t  c a l c u l a t e d  p r o p e r l y .  D i f f e r e n t  
c o m p u t a t i o n  p r o c e d u r e s  used  t o  c a l c u l a t e  t h e s e  
t wo  e a r n i n g s  v a r i a b l e s  c o u l d  c o n f o u n d  t h e i r  
c o r r e l a t i o n  w i t h  t h e  r e t u r n s .
3 .  In c o m p u t a t i o n  o f  d i f f e r e n t  v a r i a b l e s  r e g a r d i n g  
t h e  SFAS 33 i n f o r m a t i o n ,  B e a v e r  and Landsman 
add ( s u b t r a c t )  i t e m s  such as  p u r c h a s i n g  power 
g a i n  ( l o s s e s )  a n d  h o l d i n g  g a i n  ( l o s s e s )  t o  
t h e  " i n c o m e  from c o n t i n u i n g  o p e r a t i o n s ” . Th i s  
i s  on ly  a p p r o p r i a t e  i f  t h e  d e g r e e  o f  a s s o c i a t i o n  
o f  t h e s e  i t e m s  a n d  " i n c o m e  f rom c o n t i n u i n g  
o p e r a t i o n s ” w i t h  t h e  r e t u r n s  i s  t h e  same and 
no i n t e r a c t i o n  b e t w e e n  t h e s e  c o m p o n e n t s  o f  
e a r n i n g s  e x i s t  w h i c h  m i g h t  n o t  h av e  been t h e  
c a s e .
The r e s u l t s  o f  t h e  o t h e r  s t u d y  by S o r o o s h  Joo i s  
a l s o ,  open t o  t h e  f o l l o w i n g  c r i t i c i s m s :
1. I n  t h e  c o m p u t a t i o n  o f  r e s i d u a l s ,  w h i c h  w e r e  
a n a l y z e d  t o  d e t e c t  i n f o r m a t i o n  e f f e c t ,  t h e  
r e s e a r c h e r  t o o k  o u t  t h e  e f f e c t s  of  economy-wide 
e v e n t s .  A c c o r d i n g  t o  B e a v e r  [ 1 9 8 1 ,  p .  35]  
t h e s e  e v e n t s  i n c l u d e  i n f l a t i o n  a s  w e l l .
2 .  The s t a t i s t i c a l  a n a l y s e s  a r e  c a r r i e d  o u t  f o r  
e a c h  o f  t h e  e l e v e n  w ee ks  o f  t h e  t e s t  p e r i o d  
s e p a r a t e l y  w h i l e  i t  was  more  a p p r o p r i a t e  no t  
t o  s e p a r a t e  t h e  weeks and d e t e r m i n e  t h e  e f f e c t  
o v e r  t h e  t o t a l  p e r i o d .  The m a r k e t  may h a v e  
t a k e n  m o re  t h a n  a week t o  r e s p o n d  t o  t h e  new 
i n f o r m a t i o n .
The above  a n a l y s i s  i n d i c a t e s  t h a t  t h e  e x i s t i n g  e v i d e n c e  
s t i l l  i s  n o t  s u f f i c i e n t  t o  d e t e r m i n e  w h e t h e r  t h e  SFAS 
33 d i s c l o s u r e s  p r o v i d e  i n f o r m a t i o n  t h a t  i s  more u s e f u l  
i n  p r e d i c t i n g  c h a n g e s  i n  t h e  s t o c k  p r i c e s .  F u r t h e r m o r e ,
i t  i s  n o t  c l e a r  w h i c h  s e t  o f  s u p p l e m e n t a r y  i n f o r m a t i o n  
-  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r ,  c u r r e n t  c o s t ,  or  c u r r e n t  
c o s t / c o n s t a n t  d o l l a r  -  i s  more u s e f u l  t o  t h e  u s e r s ,  s p e c i f i ­
c a l l y ,  i n  p r e d i c t i n g  t h e  s t o c k  p r i c e  c ha n g e s .  F i n a l l y ,  
no o t h e r  s t u d y  i n v e s t i g a t e d  t h e  e f f e c t  o f  i n d u s t r y  on 
t h e  u s e f u l n e s s  o f  a c c o u n t i n g  i n f o r m a t i o n .  T h i s  s tudy  
h a s  t r i e d  t o  e x t e n d  t h e  p r i o r  r e s e a r c h  t o  i n v e s t i g a t e  
t h e  above i s s u e s ,  t o  p r o v i d e  needed e v i d e n c e  t o  t h e  a c c o u n t i n g  
p r o f e s s i o n ,  and t o  c o r r e c t  t h e  above men t io n ed  d e f i c i e n c i e s .
CHAPTER 2 
LITERATURE REVIEW
Review o f  t h e  l i t e r a t u r e  ha s  r e v e a l e d  s e v e r a l  s t u d i e s  
i n  t h e  a r e a  o f  SFAS 33 and o t h e r  r e l a t e d  a r e a s .  Th i s  
r ev i ew m o s t l y  c o n c e n t r a t e d  on t h e  s t u d i e s  t h a t  were  c a r r i e d  
o u t  i n  t h e  p a s t  few y e a r s .  The r e s u l t s  o f  t h i s  r ev i ew 
a r e  p r e s e n t e d  i n  t h i s  c h a p t e r  i n  f o u r  s e c t i o n s .  F i r s t ,  
t h o s e  s t u d i e s  t h a t  c o n c e n t r a t e d  on t h e  e f f e c t s  o f  r e p l a c e m e n t  
c o s t  d i s c l o s u r e s  u n d e r  ASR 190 a r e  p r e s e n t e d .  Second,  
t h e  s t u d i e s  t h a t  i n v e s t i g a t e d  t h e  i n f o r m a t i o n  c o n t e n t  
and  e f f e c t s  o f  c o n s t a n t  d o l l a r  i n f o r m a t i o n  t h r o u g h  some 
a p p r o x i m a t i o n  t e c h n i q u e s  a r e  r e v i e w e d .  T h i r d ,  t h o s e  
s t u d i e s  t h a t  a t t e m p t e d  t o  d e t e r m i n e  d i f f e r e n t  e f f e c t s  
o f  s u p p l e m e n t a r y  i n f o r m a t i o n  under  SFAS 33 a r e  d i s c u s s e d .  
F i n a l l y ,  a summary o f  t h e  r e s u l t s  o f  t h e  s t u d i e s  i n  each 
o f  t h e  above  s e c t i o n s  i s  p r e s e n t e d  and a n a l y z e d .
Repl acement  Cost  S t u d i e s
The s t u d y  by A b d e l - K h a l i k  and McKeown [ 1978] c o n c e n t r a t e d  
on t e s t i n g  t h e  f o l l o w i n g  t h r e e  Broad H y p o t h e s e s  (BH):
BH(1) The s e c u r i t i e s  m a r k e t s  h a v e  a l r e a d y
impounded r e p l a c e m e n t  c o s t  i n f o r m a t i o n  
i n  s e c u r i t y  p r i c e s  p r i o r  t o  i t s  d i s ­
c l o s u r e .
BH(2) Th e  d i s c l o s u r e  o f  r e p l a c e m e n t  c o s t
i n f o r m a t i o n  i s  e x p e c t e d  t o  h a v e
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information c o n t e n t  t h a t  would I nd uc e  
s e c u r i t y  p r i c e  r e v i s i o n s .
BH(3) R e p l a c e m e n t  c o s t  i n f o r m a t i o n  h a s
no i n f o r m a t i o n  c o n t e n t .
They s e l e c t e d  a sample  o f  f i r m s  which met  t h e  f o l l o w i n g
c r i t e r i a :  (1 )  f i s c a l  y e a r - e n d  o f  December  3 1 ,  1 97 6 ,
( 2 )  e s t i m a t e s  o f  t h e i r  r e p l a c e m e n t  c o s t - b a s e d  i n c om e
( ERI )  and  h i s t o r i c a l  c o s t - b a s e d  n e t  i n c o m e  (ENI)  were
d i s c l o s e d  by V a l u e  L i n e ,  ( 3 )  t h e i r  s t o c k  p r i c e s  w e r e
a v a i l a b l e  on t h e  CRSP t a p e s ,  and  ( 4)  t h e i r  f i n a n c i a l
s t a t e m e n t s  w e r e  a v a i l a b l e  on t h e  COMPUSTAT t a p e .  One
f u r t h e r  r e f i n e m e n t  o f  t h e  s a m p l e  was  t h a t  o n l y  t h o s e
f i r m s  w i t h  s t a t i o n a r y  ( t h i s  was d e t e r m i n e d  t h r o u g h  a n a l y s i s
o f  c o v a r i a n c e )  b e t a  were  r e t a i n e d .
In  t h e  a n a l y s i s ,  t h e y  u s e d  two m a r k e t  i n d i c e s ,  an 
e q u a l l y  w e i g h t e d  i n d e x  w h i c h  r e s u l t e d  i n  a s a m p l e  o f  
203 f i r m s  (149 n o n - u t i l i t i e s ;  and 54 u t i l i t i e s  and a i r l i n e s ) ,  
and a v a l u e - w e i g h t e d  i n d e x  w h i c h  r e s u l t e d  i n  a sample 
o f  211 f i r m s  (153 n o n - u t i l i t i e s ,  and 58 u t i l i t i e s  and 
a i r l i n e s ) .  The f i r m s  i n  e a c h  group w i t h i n  each  sample 
were  a s s i g n e d  t o  two p o r t f o l i o s  bas ed  on t h e  r a t i o  ( h i gh  
o r  l o w)  o f  t h e i r  h o l d i n g  g a i n  t o  t h e i r  h i s t o r i c a l  c o s t  
n e t  i n c o m e .  T h i s  r e s u l t e d  i n  f o u r  p o r t f o l i o s  w i t h i n  
e a c h  s a m p l e .  A form of  c a p i t a l  a s s e t  p r i c i n g  model  was 
used  t o  d e t e r m i n e  t h e  b e t a ,  f i n a n c i a l  r i s k ,  and u n l e v e r e d  
b e t a  and s t u d e n t  t s t a t i s t i c s  wer e  used  t o  t e s t  t h e  q u a l i t y  
o f  t h e  means  o f  e a c h  o f  t h e  two p o r t f o l i o s  w i t h i n  each
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g r o u p .  F u r t h e r m o r e  t h e y  c o n du c t e d  a 2 x 2 a n a l y s i s  o f  
v a r i a n c e  (ANOVA) o f  c u m u l a t i v e  a v e r a g e  r e s i d u a l s  a s  o f  
December  1975 and 197 8 .  The r e s u l t s  o f  t h e i r  a n a l y s i s  
s u p p o r t e d  t h e  f i r s t  b r oad  h y p o t h e s i s  b u t  n o t  b r oad  h y p o t h e s e s  
2 and 3.
A n o t h e r  s t u d y  t h a t  f o c u s e d  on t h e  e f f e c t  o f  t h e  
r e p l a c e m e n t  c o s t  d i s c l o s u r e s  as  mandated by t h e  S e c u r i t i e s  
and Exchange C ommi ss i on ' s  (SEC) A c c o u n t i n g  S e r i e s  R e l e a s e  
(ASR) 190 on t h e  s t o c k  m a r k e t  was by Gheyara  and Boatsman 
[ 1 9 8 0 ] .  They o b t a i n e d  a t r e a t m e n t  and a c o n t r o l  sample 
o f  f i r m s  f rom t h e  COMPUSTAT t a p e  which f i l e d  Form 10-K. 
C r i t e r i a  u s e d  t o  c h o o s e  t h e  t r e a t m e n t  f i r m s  wer e :  (1)
s u b j e c t i v i t y  t o  t h e  ASR 190 r e p o r t i n g  r e q u i r e m e n t s ,  (2)  
a v a i l a b i l i t y  o f  common s t o c k  r e t u r n s  on t h e  CRSP d a i l y  
r e t u r n s  f i l e ,  ( 3 )  h a v i n g  f i s c a l  y e a r  end o f  December  
3 1 ,  1 9 7 6 ,  ( 4 )  r e s p o n d i n g  t o  t h e  r e q u e s t  f o r  a copy of
t h e i r  1976 Form 10-K and t h e  d a t e  o f  i t s  f i l i n g  w i t h  
SEC, and ( 5 )  d e t e r m i n i n g  t h e  h o l d i n g  g a i n  component  o f  
t h e i r  r e p l a c e m e n t  c o s t  income was p o s s i b l e .  The c o n t r o l  
s a m p l e  c o n s i s t e d  o f  t h o s e  f i r m s  which were  no t  s u b j e c t  
t o  t h e  ASR 190 r e p o r t i n g  r e q u i r e m e n t s  and s a t i s f i e d  c r i t e r i a  
2 t h r o u g h  4 .  The s a m p l e s  i n c l u d e d  106 t r e a t m e n t  f i r m s  
and 83 c o n t r o l  f i r m s  t h a t  met  t h e  above c r i t e r i a .
R e s i d u a l s  and  u n a d j u s t e d  r e t u r n s  w e r e  c a l c u l a t e d ,  
f o r  e a c h  of  t h e  50 day p e r i o d  s u r r o u n d i n g  t h e  Form 10-K 
r e l e a s e  d a t e ,  u s i n g  an e s t i m a t e  o f  t h e  m a r k e t  model
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= a |  + 3j_ r mt  + U i t ) .  Four  t e s t i n g  p r o c e d u r e s  were  
a p p l i e d .  They were :  (1) t h e  r e s i d u a l  v a r i a n c e  i n s p e c t i o n ,
( 2 )  a n a l y s i s  o f  c r o s s s e c t i o n a l  r e t u r n  d a t a ,  (3)  a n a l y s i s  
o f  p a i r e d  t i m e  s e r i e s  r e t u r n  d a t a ,  and (4) a n a l y s i s  o f  
p e r f o r m a n c e  o f  h i g h  and low h o l d i n g  g a i n  p o r t f o l i o s ,  
w e r e  a p p l i e d .  I n  a l l  o f  t h e s e  t e s t i n g  p r o c e d u r e s ,  t h e  
n u l l  h y p o t h e s i s  o f  no s i g n i f i c a n t  e f f e c t  o f  r e p l a c e m e n t  
c o s t  d i s c l o s u r e s  c o u l d  n o t  be r e j e c t e d .  C o n s e q u e n t l y ,  
t h e y  c o n c l u d e d  t h a t  " t h e  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
m a n d a t e d  by A c c o u n t i n g  S e r i e s  R e l e a s e  190 s i m p l y  d i d  
n o t  i n t r o d u c e  i n f o r m a t i o n  d u r i n g  t h e  50 t r a d i n g  d a y s  
s u r r o u n d i n g  d i s c l o s u r e . "
B e a v e r ,  e t .  a l .  [ 1 9 8 0 ]  e x a m i n e d  t h e  a s s o c i a t i o n  
be tween  ch an ges  i n  t h e  s e c u r i t y  p r i c e s  and v a r i o u s  a s p e c t s  
o f  d i s c l o s u r e s  under  t h e  SEC's  A c c o u n t i n g  S e r i e s  R e l e a s e  
(ASR) No. 1 90 .  They u s e d  a s a m p l e  o f  553 f i r m s  t h a t  
was drawn from a g roup  o f  627 f i r m s  on which r e p l a c e m e n t  
c o s t  d a t a  were  o b t a i n e d  from December 31,  1976 t o  November 
3 0 ,  1 9 7 7 .  The r e p l a c e m e n t  c o s t  d a t a  were  o b t a i n e d  from
t h e  10-K r e p o r t  f i l e d  w i t h  t h e  SEC, h i s t o r i c a l  c o s t  d a t a  
w e r e  o b t a i n e d  from t h e  Annual  I n d u s t r i a l  COMPUSTAT t a p e ,  
and d a i l y  s e c u r i t y  r e t u r n  d a t a  w e r e  o b t a i n e d  from t h e  
CRSP f i l e .  The sampled f i r m s  were  p a r t i t i o n e d  i n t o  e i g h t  
g rou ps  ( p o r t f o l i o s )  b as e d  upon r e p l a c e m e n t  c o s t  d i s c l o s u r e  
i t e m s  t h a t  would r e d u c e  t h e  w i t h i n  group  v a r i a t i o n  ( d i s ­
s i m i l a r i t y )  and  i n c r e a s e  t h e  b e t w e e n  g r o u p  v a r i a t i o n
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( d i s s i m i l a r i t y ) .
The b e t a  f o r  e a c h  f i r m  was  c a l c u l a t e d ,  u s i n g  t h e  
CRSP m o n t h l y  r e t u r n  f i l e ,  t h r o u g h  a t ime  s e r i e s  l i n e a r  
r e g r e s s i o n .  The f i r m s  w i t h i n  each o f  t h e  e i g h t  p o r t f o l i o s  
were  r a n k ed  a c c o r d i n g  t o  b e t a  and d i v i d e d  i n t o  two,  ’ h i g h ’ 
and ' l o w 1 b e t a s ,  s u b p o r t f o l i o s .  The w e i g h t  o f  each s u b ­
p o r t f o l i o  was d e t e r m i n e d  s u c h  t h a t  t h e  b e t a  was e qu a l  
t o  one f o r  each of  t h e  e i g h t  p o r t f o l i o s .  The d a i l y  r e t u r n s  
w e r e  d e t e r m i n e d  f o r  e a c h  o f  t h e  e i g h t  p o r t f o l i o s  f o r  
t h i s  t h i r t y  day p e r i o d  a r o u n d  t h r e e  d a t e s  o f  i n t e r e s t :  
( 1 )  ASR 190 p r o p o s a l  d a t e ,  ( 2 )  ASR 190 a d o p t i o n  d a t e ,  
and (3)  t h e  l a t e s t  p o s s i b l e  d a t e  t o  f i l e  t h e  10-K r e p o r t s  
w i t h  t h e  SEC f o r  f i r m s  w i t h  December 31 f i s c a l  y e a r - e n d .  
A l s o  t h e  r e t u r n s  wer e  d e t e r m i n e d  f o r  t h e  o v e r a l l  p e r i o d  
o f  J u n e  1,  1975 t h r o u g h  A p r i l  2 2 ,  1977 w h i c h  c o v e r e d
t h e  above t h r e e  d a t e s .
Most  ex t r eme  p o r t f o l i o s  were  p a i r e d  i n t o  f o u r  p a i r s  
and  t h e  n u l l  h y p o t h e s i s  o f  no d i f f e r e n c e ,  f o r  t h e  t h r e e  
d a t e s  and t h e  o v e r a l l  p e r i o d ,  was t e s t e d  u s i n g  t h e  H o t e l l i n g  
T^ s t a t i s t i c  t h e  r e s u l t s  o f  which were  n o t  s i g n i f i c a n t .  
F u r t h e r  a n a l y s i s  o f  t h e  r e t u r n s  by c o m p a r i n g  them t o  
n o n r e p o r t i n g  f i r m s ,  a l s o ,  d i d  n o t  r e v e a l  any s i g n i f i c a n t  
d i f f e r e n c e .  C o n s e q u e n t l y  t h e  r e s e a r c h e r s  c o n c l ud ed  no 
s i g n i f i c a n t  a s s o c i a t i o n  b e t w e e n  s e c u r i t y  r e t u r n s  and  
ASR 190 d i s c l o s u r e s .
I n  one s t u d y  Ro [ 1 9 8 0 ]  i n v e s t i g a t e d  t h e  e f f e c t  of
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t h e  i n f o r m a t i o n  c o n t e n t  o f  r e p l a c e m e n t  c o s t  (RC) d i s c l o s u r e  
u n d e r  ASR 190 on t h e  s e c u r i t y  r e t u r n s .  Two s ampl es  of  
f i r m s ,  a c o n t r o l  s a m p l e  and  one t r e a t m e n t  s ample ,  were 
s e l e c t e d .  F i r m s  w e r e  i n c l u d e d  i n  t h e  t r e a t m e n t  sample  
i f  t h e y  ( 1 )  r e p o r t e d  RC d a t a  f o r  1976,  (2)  were l i s t e d
on NYSE f o r  t h e  p e r i o d  u nde r  s t u d y ,  (3)  had f i s c a l  y e a r - e n d  
of  December 31,  (4)  were l i s t e d  on t h e  CRSP d a i l y  r e t u r n  
f i l e s ,  and  (5 )  r e s p o n d e d  t o  t h e  r e q u e s t  f o r  a copy of  
t h e i r  1976 Form 10- K.  A p p l i c a t i o n  o f  t h e s e  c r i t e r i a  
r e s u l t e d  i n  an i n i t i a l  l i s t  o f  227 t r e a t m e n t  f i r m s .  
A l i s t  o f  p o t e n t i a l  c o n t r o l  f i r m s  was  d e v e l o p e d  f rom 
t h e  V a l u e  L i n e  D a t a  Ba s e  t a p e  f o r  1976 by a p p l y i n g  t h e  
$100 m i l l i o n  m a t e r i a l i t y  s t a n d a r d  p l u s  a b o v e  c r i t e r i a  
(1)  t h r o u g h  ( 4 ) .  S u b s e q u e n t l y ,  c o n t r o l  f i r m s  were  p a i r e d  
w i t h  t r e a t m e n t  f i r m s  based  on (a)  t h e  s i g n  o f  t h e  change 
i n  e a r n i n g s  p er  s h a r e  from 1975 t o  1976,  (b)  t h e  s y s t e m a t i c  
r i s k  ( b e t a ) ,  ( c )  t h e  week of  1976 Form 10-K r e p o r t  r e l e a s e ,  
a n d  ( d )  t h e  f i r m ' s  i n d u s t r y  m e m b e r s h i p  i f  p o s s i b l e .
T h i s  p r o c e d u r e  r e s u l t e d  i n  78 p a i r s  which c o n s t i t u t e d  
t h e  f i n a l  s ample .  The Value  L i ne  RC f o r e c a s t s  were  used 
a s  p r o x y  f o r  t h e  m a r k e t ' s  e x p e c t a t i o n s  o f  ASR 190 RC 
d a t a  and t h e  78 p a i r s  o f  f i r m s  were  a s s i g n e d  t o  two g r oups  
( p o r t f o l i o s )  based  on t h e  s i g n  o f  t h e  d i f f e r e n t i a l  d i f f e r e n c e  
o f  a c t u a l  RC and h i s t o r i c a l  c o s t  e a r n i n g s  and t h e  Value  
L i n e  f o r e c a s t  o f  t h e  same n u m b e r s  f o r  t r e a t m e n t  f i r m s  
w h i c h  r e s u l t e d  i n  23 g o o d - n e w s  and  55 b a d - n e w s  p a i r s .
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A v e r a g e  weekly  p o r t f o l i o  r e t u r n  d i f f e r e n c e  f o r  good-news 
and  b a d - n e w s  p o r t f o l i o s  w e r e  c o m p u t e d  f o r  each o f  t h e  
26 w e e k s ,  e n c o m p a s s i n g  t h e  Value  L i n e  f o r e c a s t e d  RC and 
a c t u a l  10-K RC d i s c l o s u r e s  f o r  1976,  by t a k i n g  t h e  a v e r a g e  
o f  i n d i v i d u a l  component  r e t u r n  d i f f e r e n c e s  i n  each  p o r t f o l i o ;  
f i n a l l y ,  a d i f f e r e n c e  b e t w e e n  t h e  two p o r t f o l i o  r e t u r n  
d i f f e r e n c e s  was computed f o r  each of  t h e  26 weeks .  These 
f i n a l  d i f f e r e n c e s  w e r e  a n a l y z e d  u s i n g  a t - t e s t .  The 
d i f f e r e n c e  i n  r e t u r n s  was s i g n i f i c a n t  a t  t h e  . 1 0  l e v e l .  
However ,  t h e  r e s e a r c h e r  c l a i m e d  t h a t  t h i s  s i g n i f i c a n t  
d i f f e r e n c e  was due e n t i r e l y  t o  t h e  n e g a t i v e  a b n o r m a l  
r e t u r n s  o f  t h e  b a d - n e w s  p o r t f o l i o s  and  c o n c l u d e d  t h a t  
t h e r e  i s  a t  b e s t  on l y  very  weak e v i d e n c e  of  i n f o r m a t i o n  
c o n t e n t  ( e f f e c t )  o f  ASR 190 RC d i s c l o s u r e s .
I n  a n o t h e r  s t u d y  Ro [1981]  i n v e s t i g a t e d  t h e  e f f e c t  
o f  r e p l a c e m e n t  c o s t  (RC) d i s c l o s u r e  r u l e s  s e t  f o r t h  in  
A c c o u n t i n g  S e r i e s  R e l e a s e  (ASR) 190 on t h e  weekly  t r a n s a c t i o n  
volumes  o f  common e q u i t y  s e c u r i t i e s .  P o t e n t i a l  t r e a t m e n t  
f i r m s  ( t h o s e  s u b j e c t  t o  RC d i s c l o s u r e )  i n c l u d e d  235 f i r m s  
f rom 750 f i r m s  t h a t  r e s p on d ed  p o s i t i v e l y  t o  t h e  r e q u e s t  
f o r  a copy o f  t h e i r  Form 10-K. A f i r m  was i n c l u d e d  in  
t h e  f i n a l  t r e a t m e n t  s a m p l e  i f  (1)  i t  d i s c l o s e d  RC d a t a  
f o r  1 9 7 6 ,  ( 2 )  i t  was  l i s t e d  on NYSE f o r  t h e  1 7 4 - w e e k
p e r i o d  c o v e r e d ,  ( 3 )  i t  d i d  n o t  h a v e  any s u s p e n s i o n  of  
i t s  s h a r e  t r a d i n g  d u r i n g  t h e  p e r i o d ,  (4)  i t s  f i s c a l  y e a r - e n d  
was December 31,  and (5)  met  t h e  m a t c h i n g  c r i t e r i a  s t a t e d
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below.  These c r i t e r i a  r e s u l t e d  i n  a sample  of  73 f i r m s .  
T h e s e  t r e a t m e n t  f i r m s  w e r e  m a t c h e d  w i t h  c o n t r o l  f i r m s ,  
t h a t  m e t  a l l  t h e  a b o v e  c r i t e r i a  e x c e p t  ( 1 ) ,  b a s e d  on 
t h e  f o l l o w i n g  c r i t e r i a :  (a )  t h e  b e t a  ( r i s k )  o f  r e t u r n ,
( b )  t h e  week o f  Form 10-K f i l i n g  w i t h  t h e  SEC, ( c )  t h e  
s i g n  o f  t h e  change i n  h i s t o r i c a l  c o s t  e a r n i n g s  from 1975 
t o  1976,  and (4)  i n d u s t r y  membership  i f  p o s s i b l e .
The r e t u r n  b e t a  and t h e  volume b e t a  were  e s t i m a t e d  
v i a  a m a r k e t  model  t h r o u g h  r u n n i n g  a r e g r e s s i o n  and u s i n g  
w e e k l y  r e t u r n s  and volumes  f o r  t h e  86-week p e r i o d  p r i o r  
t o  t h e  i n i t i a l  p r o p o s a l  of  ASR 190.  Based on t h e  magn i tude  
o f  e a c h  o f  b e t a s  and  f i v e  o t h e r  r a t i o s  t r e a t m e n t  f i r m s  
w e r e  a s s i g n e d  t o  h i g h  and low p o r t f o l i o s ,  14 i n  t o t a l .  
Two of  r a t i o s  a t t e m p t e d  t o  m e as u re  t h e  e f f e c t s  o f  h o l d i n g  
g a i n s  ( r e a l i z e d  and u n r e a l i z e d ) ,  t h e  o t h e r  two measured  
t h e  e f f e c t s  o f  h o l d i n g  g a i n  on n e t  income and t h e  l a s t  
one m e a s u r e d  t h e  e f f e c t  o f  c h a n g i n g  p r i c e s  o f  a s s e t s  
on t h e  f i r m ' s  c a p i t a l  s t r u c t u r e .
The d i f f e r e n c e  b e t ween  each  t r e a t m e n t  f i r m  and i t s  
matched c o n t r o l  f i r m  w i t h  r e g a r d  t o  t h e  d e v e l o p ed  volume 
v a r i a b l e  was c a l c u l a t e d  f o r  each of  t h e  n i n e  e v e n t  weeks 
( f r o m  p r o p o s a l  week t o  10-K RC d i s c l o s u r e  we ek ) .  These 
d i f f e r e n c e s  w e r e  a n a l y z e d  u s i n g  a m a t c h e d - p a i r  t - t e s t  
which d i d  n o t  r e v e a l  s i g n i f i c a n t  d i f f e r e n c e s  among t r e a t m e n t  
and  c o n t r o l  f i r m s  i n  mos t  of  t h e  14 p o r t f o l i o s  i n  most  
o f  t h e  e v e n t  weeks .  C o n s e q u e n t l y ,  t h e  r e s e a r c h e r  co nc lu d ed
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t h a t ,  i f  t h e  r e v i s i o n  o f  common s t o c k  p o r t f o l i o s  i s  a 
c r i t e r i o n  o f  t h e  i n f o r m a t i o n  c o n t e n t  o f  r e p l a c e m e n t  c o s t  
d i s c l o s u r e s ,  t h e n ,  t h e  r e s u l t s  c o u l d  have  i m p l i e d  t h a t  
t h e  d a t a  d i d  n o t  c o n t a i n  i n f o r m a t i o n .
Another  s tudy  t h a t  i n v e s t i g a t e d  t h e  i mpac t  o f  r e p l a c e m e n t  
c o s t  d i s c l o s u r e  o f  A c c o un t i n g  S e r i e s  R e l e a s e  (ASR) 190, 
on s e c u r i t y  p r i c e s  i s  t h e  s t u d y  by L u s t g a r t e n  [ 1 98 2 ] .  
A s a m p l e  o f  c o m p a n i e s ,  w h i c h  w e r e  l i s t e d  on t h e  NYSE, 
was s e l e c t e d .  C o m p a n i e s  w e r e  i n c l u d e d  i n  t h e  s a m p l e  
i f  ( 1 )  t h e y  d i s c l o s e d  r e p l a c e m e n t  c o s t  i n f o r m a t i o n ,  (2)  
t h e i r  r e p l a c e m e n t  c o s t  i n f o r m a t i o n  w e r e  a v a i l a b l e  on 
COMPUSTAT t a p e ,  ( 3 )  t h e i r  s e c u r i t y  p r i c e  i n f o r m a t i o n ,  
f o r  54 p r i o r  m o n t h s  and  4 s u b s e q u e n t  m o n t hs  t o  f i s c a l  
y e a r  end,  were a v a i l a b l e  on CRSP t a p e s ,  and (4)  a l l  n e c e s s a r y  
i n f o r m a t i o n  were  a v a i l a b l e  i n  COMPUSTAT f i l e s  t o  c a l c u l a t e  
t h e  v a r i a b l e s  d e s c r i b e d  below.
T h r e e  i n d e p e n d e n t  v a r i a b l e s  i n c l u d e d  i n  t h e  s tudy  
were  (1)  t h e  f o r e c a s t  e r r o r  o f  t h e  e a r n i n g s  f o r  t h e  f i r s t  
d i s c l o s u r e  y e a r  which was assumed t o  r e p r e s e n t  t h e  i n f o r m a t i o n  
c o n t e n t  o f  t h e  h i s t o r i c a l  c o s t  e a r n i n g s  number,  (2)  t h e  
d i f f e r e n c e  be tween a c c u m u l a t e d  d e p r e c i a t i o n  on a r e p l a c e m e n t  
c o s t  b a s i s  and  h i s t o r i c a l  c o s t  b a s i s  f o r  t h e  d i s c l o s u r e  
y e a r  a s  t h e  s i g n a l  o f  i n f o r m a t i o n  from r e p l a c e m e n t  c o s t ,  
and (3)  t h e  l o g a r i t h m  of  t h e  s a l e s  amount  f o r  t h e  d i s c l o s u r e  
y e a r  a s  t h e  s i z e  v a r i a b l e .  E a r n i n g s ,  t o t a l  a s s e t s ,  o u t s t ­
a n d i n g  s h a r e s ,  and m a r k e t  v a l u e  of  t h e  f i r m s  were  used
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a s  d e f l a t o r s  t o  s c a l e  t h e  i n d e p e n d e n t  v a r i a b l e s .  The 
d e p e n d e n t  v a r i a b l e  was t h e  10 month c u m u l a t i v e  r e s i d u a l  
(6 months  b e f o r e  and 4 months  a f t e r  t h e  end o f  t h e  f i s c a l  
y e a r  o f  d i s c l o s u r e )  which was c a l c u l a t e d  u s i n g  t h e  c a p i t a l  
a s s e t  p r i c i n g  mod el  t h a t  was  e s t i m a t e d  from 48 monthly  
( b e g i n n i n g  54 months  p r i o r  t o  t h e  end of  t h e  f i s c a l  y e a r  
o f  d i s c l o s u r e )  d a t a .
The d a t a  were  a n a l y z e d  t h r o u g h  o r d i n a r y  l e a s t  s q u a r e s  
(OLS) and w e i g h t e d  l e a s t  s q u a r e s  (WLS) r e g r e s s i o n .  The 
r e s u l t s  o f  t h e  OLS a n a l y s i s  i n d i c a t e d  t h a t  t h e  c o e f f i c i e n t  
o f  t h e  r e p l a c e m e n t  c o s t  v a r i a b l e  was s i g n i f i c a n t  u s i n g  
t h e  t o t a l  a s s e t s  and o u t s t a n d i n g  s h a r e s  d e f l a t o r s .  Also,  
t h e  r e s u l t s  o f  WLS a n a l y s i s  c o n f i r m e d  t h e  s i g n i f i c a n c e  
of  t h e  e v e n t  p e r i o d  r e g r e s s i o n s .  However,  f u r t h e r  a n a l y s i s  
o f  t h e  d a t a  by p a r t i t i o n i n g  t h e  f i r m s  i n t o  d i f f e r e n t  
p o r t f o l i o s  i n d i c a t e d  t h a t  n e a r l y  a l l  o f  t h e  r e s p o n s e s  
w e r e  o b s e r v e d  i n  m o n t h s  one  t h r o u g h  e i g h t  w h i c h  made 
t h e  a u t h o r  u n w i l l i n g  t o  r e a c h  any s t r o n g  c o n c l u s i o n .
Diamond [1978]  c o n d u c t e d  a f i e l d  e x p e r i m e n t  t o  i n v e s ­
t i g a t e  t h e  e f f e c t s  o f  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  on 
t e rm l o a n  d e c i s i o n s  by l o a n  o f f i c e r s ,  t h e  e x t e n t  t o  which 
r e p l a c e m e n t  c o s t  d i s c l o s u r e s  a r e  u t i l i z e d  by l o a n  o f f i c e r s  
i n  m a k i n g  t h e i r  d e c i s i o n s ,  and t h e  e f f e c t  of  t h i s  d a t a  
on t h e i r  j u d g m e n t  m o d e l s .  The e x p e r i m e n t  was  c a r r i e d  
o u t  among 100 l o a n  o f f i c e r s  f rom s i x  C a l i f o r n i a  banks  
who w e r e  a s ked  a s e r i e s  o f  40 l o a n  d e c i s i o n s  ba s ed  upon
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f i v e  f i n a n c i a l  s t a t e m e n t  r a t i o s .  These  f i v e  r a t i o s  wer e :  
(1)  c u r r e n t  r a t i o ,  (2)  t o t a l  d e b t  t o  n e t  w o r t h ,  (3)  t i m e s  
i n t e r e s t  e a r n e d ,  ( 4 )  r a t e  o f  r e t u r n  on t o t a l  a s s e t s ,  
and  ( 5 )  r a t e  o f  c h a n g e  o f  p r o f i t s  o v e r  t h e  l a s t  f i v e  
y e a r s .
The s u b j e c t s  were  d i v i d e d  i n t o  two t r e a t m e n t  g r ou ps .  
One t r e a t m e n t  g r o u p  r e c e i v e d  a s e t  o f  r a t i o s  based  on 
h i s t o r i c a l  c o s t ,  w h i l e  t h e  o t h e r  group  r e c e i v e d  an a d d i t i o n a l  
s e t  o f  r a t i o s  b a s e d  upon t h e  r e p l a c e m e n t  c o s t  d a t a .  
Each l o a n  o f f i c e r  was a s k e d  t o  i n d i c a t e  t h e  i n t e r e s t  
r a t e  a t  w h i c h  t h e  l o a n  would be g r a n t e d  which was used 
a s  t h e  d e p e n d e n t  v a r i a b l e .
The d a t a  w e r e  a n a l y z e d  t h r o u g h  a r e p e a t e d  m e a s ur es  
ANOVA t o  t e s t  t h e  d e c i s i o n  e f f e c t s  o f  r e p l a c e m e n t  c o s t  
d i s c l o s u r e s  t h e  r e s u l t s  o f  which i n d i c a t e d  t h a t  t h e  r e p l a ­
cement  c o s t  d i s c l o s u r e s  had no i mpac t  on t h e  l o a n  o f f i c e r s  
d e c i s i o n s .  F u r t h e r m o r e ,  d a t a  f o r  each l o a n  o f f i c e r  was 
a n a l y z e d  t h r o u g h  a m u l t i p l e  l i n e a r  r e g r e s s i o n .  The r e s u l t s  
o f  t h i s  a n a l y s i s  i n d i c a t e d  t h a t  t h e  d e b t  t o  n e t  wo r t h  
and t h e  r a t e  o f  r e t u r n  r a t i o s  had t h e  h i g h e s t  e x p l a n a t o r y  
power i n  t h e  r e g r e s s i o n  e q u a t i o n s .
In a d i f f e r e n t  s tudy  Hayes [1978]  t r i e d  t o  d e t e r m i n e  
w h e t h e r  t h e  d i s c l o s u r e  o f  r e p l a c e m e n t  c o s t  d a t a  under  
ASR 190 had  any s y s t e m a t i c  e f f e c t  on t h e  e s t i m a t e d  r i s k  
p a r a m e t e r s  o f  t h e  r e p o r t i n g  f i r m s .  The u n d e r l y i n g  p r o p o s i t i o n  
o f  t h i s  s t u d y  was t h a t  i f  t h e  r e p l a c e m e n t  c o s t  d a t a  do
h a v e  s y s t e m a t i c  e f f e c t  on t h e  e s t i m a t e d  r i s k  p a r a m e t e r s  
o f  t h e  sample  f i r m s ,  t h e n  t h e  d a t a  most  l i k e l y  had i n f o r m a t i o n  
c o n t e n t  f o r  m a r k e t  p a r t i c i p a n t s .  The s a m p l e  i n c l u d e d  
45 r e p l a c e m e n t  c o s t  r e p o r t i n g  f i r m s  f o r  w h i c h  a t i m e  
s e r i e s  o f  f o r e c a s t  e r r o r s  o f  s y s t e m a t i c  r i s k  e s t i m a t e s  
i s  d e t e r m i n e d  by a n a l y z i n g  a t i m e  s e r i e s  o f  two weeks 
s y s t e m a t i c  r i s k  e s t i m a t e s  o f  each f i r m  t h r o u g h  a B o x - J e n k i n s  
a n a l y s i s .  Aver ages  of  t h e  t ime  s e r i e s  o f  f o r e c a s t  e r r o r s  
a r e  t h e n  a n a l y z e d  u s i n g  a s i g n  t e s t  t o  d e t e r m i n e  i f  t h e  
s i g n s  o f  t h e  a v e r a g e  e r r o r s  h a v e  a no nr a nd o m p a t t e r n .  
A n on r an do m p a t t e r n  i n d i c a t e s  t h e  e x i s t e n c e  o f  a s h i f t  
i n  t h e  e s t i m a t e d  r i s k  p a r a m e t e r s  o f  t h e  s a m p l e  f i r m s  
ove r  t h e  p e r i o d  u nde r  s t u d y .
The d a t a  r e l a t i n g  t o  two d i f f e r e n t  t i m e  p e r i o d s ,  
t i me  p e r i o d  i m m e d i a t e l y  p r e c e d i n g  and f o l l o w i n g  t h e  d i s c l o s u r e  
d a t e  and t h e  t ime  p e r i o d  a f t e r  t h e  d i s c l o s u r e  d a t e ,  were 
a n a l y z e d .  For  t h e  f i r s t  t ime  p e r i o d  t h e  a n a l y s i s  i n c l u d e d  
t h e  d a t a  from a l l  o f  t h e  45 f i r m s  and a second a n a l y s i s  
i n c l u d e d  o n l y  d a t a  f rom t h o s e  f i r m s  t h a t  bas ed  upon a 
d e c i s i o n  mode l  t h e i r  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  mi gh t  
h a v e  l e d  t h e  i n v e s t o r s  t o  r e v i s e  t h e i r  e s t i m a t e  o f  t h e  
r i s k i n e s s  o f  t h e  f i r m .  For  t h e  second t i m e  p e r i o d ,  t h e  
a n a l y s i s  i n c l u d e d  o n l y  t h e  d a t a  from t h e  f i r m s  t h a t  based  
upon t h e  d e c i s i o n  model  an upward r e v i s i o n  i n  t h e i r  r i s k i n e s s  
m i g h t  h a v e  o c c u r r e d .  None o f  t h e  a n a l y s i s  i n d i c a t e d  
any s h i f t  i n  t h e  e s t i m a t e d  r i s k  p a r a m e t e r s  o f  t h e  f i r m s .
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C o n s e q u e n t l y ,  i t  was  c o n c l u d e d  t h a t  no s u p p o r t  c o u l d  
be found f o r  t h e  p r o p o s i t i o n  t h a t  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
i n f l u e n c e d  p r i c i n g  d e c i s i o n s .
F l e e n o r  [1978]  c o n d u c t e d  a m a r k e t  s tu dy  t o  d e t e r m i n e  
w h e t h e r  i n v e s t o r s  p e r c e i v e d  t h e  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
t o  convey new and u s e f u l  i n f o r m a t i o n .  The m a r k e t  r e s i d u a l  
a n a l y s i s  t e c h n i q u e  o f  common s t o c k  r e t u r n s  was employed 
t o  i n v e s t i g a t e  t h e  e f f e c t  o f  t h e  i n i t i a l  r e l e a s e  o f  t h e  
r e p l a c e m e n t  c o s t  i n f o r m a t i o n  on t h e  r e t u r n s  o f  t h e  s t o c k  
o f  t h e  c o m p a n i e s  r e q u i r e d  t o  p r o v i d e  t h e  i n f o r m a t i o n .  
C u m u l a t i v e  a v e r a g e  r e s i d u a l  o v e r  a 21 mont h p e r i o d  -  
s u r r o u n d i n g  t h e  a n n o u n c e m e n t  d a t e  o f  t h e  r e p l a c e m e n t  
c o s t  i n f o r m a t i o n  -  was  c a l c u l a t e d  f o r  each  o f  t h e  735 
f i r m s  u s i n g  t h e  m a r k e t  model .
The a n a l y s i s  o f  t h e  c u m u l a t i v e  a v e r a g e  r e s i d u a l s  
and r e l a t e d  s t a t i s t i c s  i n d i c a t e d  a g e n e r a l  n e g a t i v e  r e a c t i o n  
t o  t h e  r e l e a s e  o f  t h e  r e p l a c e m e n t  c o s t  i n f o r m a t i o n .  
The pr imar y  sample  o f  735 f i r m s  was d i v i d e d  i n t o  50 d i f f e r e n t  
s u b s a m p l e  p o r t f o l i o s  b a s e d  upon  f i v e  d i f f e r e n t  r a n k i n g  
c r i t e r i a .  S t a t i s t i c a l  a n a l y s i s  o f  t h e  c u m u l a t i v e  a v e r a g e  
r e s i d u a l  o f  t h e s e  s u b s a m p l e  p o r t f o l i o s  c o n f i r m e d  t h e  
i n i t i a l  o v e r a l l  r e s u l t s .  C o n s e q u e n t l y ,  i t  was c o n c l u d ed  
t h a t  t h e  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  u nde r  ASR 190 c o n t a i n e d  
i n f o r m a t i o n  t h a t  was n o t  a v a i l a b l e  t h r o u g h  t h e  h i s t o r i c a l  
c o s t  a c c o u n t i n g  d a t a  or  t h r o u g h  o t h e r  s o u r c e s .
Anothe r  m a r k e t  s t udy  t h a t  t e s t e d  t h e  m a r k e t ’ s r e a c t i o n
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t o  t h e  r e p l a c e m e n t  c o s t  i n f o r m a t i o n  i s  t h e  one by Debessay 
[ 1 9 7 9 1 .  The s t u d y  shows t h a t  t h e  r e p l a c e m e n t  c o s t  d a t a  
a s  r e q u i r e d  u n d e r  ASR 190 i s  c o n c e p t u a l l y  d e f e n s i b l e  
and  r e l e v a n t  t o  i n v e s t o r s ,  manager s  and o t h e r  i n t e r e s t e d  
p a r t i e s .  However ,  b e c a u s e  o f  i m p l e m e n t a t i o n  p r ob l ems ,  
i t  i s  h y p o t h e s i z e d  t h a t  t h e  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
u n d e r  ASR 190 may p r o v i d e  a d d i t i o n a l  i n f o r m a t i o n  only  
i n  e x t r e m e  c a s e s  ( i . e . ,  f i r m s  whose r e p o r t e d  income i s  
a d v e r s e l y  a f f e c t e d  o r  l e a s t  a f f e c t e d  when a d j u s t e d  f o r  
r e p l a c e m e n t  c o s t  d a t a ) .  A sample  o f  608 f i r m s  w i t h  December 
31 f i s c a l  y e a r  end was  c h o s e n .  The r e p o r t e d  income of  
sampled f i r m s  f o r  1976 was a d j u s t e d  t o  i n c l u d e  t h e  e f f e c t  
o f  t h e  r e p l a c e m e n t  c o s t  d a t a .  These f i r m s  wer e  r anked  
b a s e d  upon  t h e  r a t i o  o f  t h e i r  r e p l a c e m e n t  c o s t  a d j u s t e d  
income t o  r e p o r t e d  h i s t o r i c a l  c o s t  income w i t h  t h e  l e a s t  
a f f e c t e d  f i r m s  (LAFs) a t  t h e  t o p  and t h e  a d v e r s e l y  a f f e c t e d  
f i r m s  (AAFs) a t  t h e  b o t tom.
Fi rms  i n  t h e  f i r s t  q u a r t i l e  o f  t h e  r a n k e d  l i s t  were  
u s e d  a s  t h e  r e p r e s e n t a t i v e  o f  t h e  LAFs and t h o s e  i n  t h e  
f o u r t h  q u a r t i l e  wer e  used  a s  t h e  r e p r e s e n t a t i v e  of  AAFs. 
The s t o c k  p r i c e  b e h a v i o r  o f  f i r m s  w i t h i n  t h e s e  two g ro ups  
was compared t h r o u g h  t h e  u t i l i z a t i o n  o f  t h e  c a p i t a l  a s s e t  
p r i c i n g  model  and H o t e l l i n g ' s  T2 method by u s i n g  p o r t f o l i o s  
w i t h  e q u a l  b e t a s .  F u r t h e r  a n a l y s i s  was  c o n d u c t e d  by 
g r o u p i n g  f i r m s  i n t o  h i g h  r i s k  and low r i s k  p o r t f o l i o s ,  
c o n s t r u c t i n g  p o r t f o l i o s  w i t h  a b e t a  v a l u e  of  one,  and
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c o m p a r i n g  t h e  30 LAFs t o  t h e  30 most  AAFs. Based upon 
t h e  r e s u l t s  o f  t h e s e  a n a l y s e s ,  i t  was  c o n c l u d e d  t h a t  
t h e  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  d i d  n o t  c a u s e  any mar ke t  
r e a c t i o n  a t t r i b u t a b l e  t o  t h e  chang es  i n  r e p o r t e d  income.
On t h e  o t h e r  hand,  S i n g l e t o n  [19791 found t h a t  r e p l a c e ­
ment c o s t  d i s c l o s u r e s  p r o v i d e d  r e l e v a n t  i n c r e m e n t a l  i n f o r ­
m a t i o n  t o  i n v e s t o r s .  The p u r p o s e  o f  h i s  s tu dy  was t o  
recommend r e g u l a t o r y  p o l i c y  t o wa r d s  f i n a n c i a l  d i s c l o s u r e  
bas ed  on t h e  t h e o r y  of  s e c u r i t y  v a l u a t i o n .  A t h e o r e t i c a l  
model  o f  i n v e s t o r  b e h a v i o r  i s  d e v e l o p e d  unde r  which t h e  
r e p l a c e m e n t  c o s t  a c c o u n t i n g  i s  r e l e v a n t  t o  s e c u r i t y  v a l u a ­
t i o n .  T h i s  mode l  i s  l i n k e d  t o  s e c u r i t y  p r i c e s  t h r o ug h  
a t h e o r y  i n  t h e  form o f  d i s c o u n t e d  cas h  f lo w .  The r e p l a c e m e n t  
c o s t  d a t a  i s  c o l l e c t e d  f rom 10-K r e p o r t s .  The i n i t i a l  
a n a l y s i s  c e n t e r e d  a r oun d  t h e  d e t e r m i n a t i o n  o f  t h e  e x t e n t  
t o  which i n v e s t o r s  i n c o r p o r a t e  t h e  r e p l a c e m e n t  c o s t  d i s c l o ­
s u r e s  i n  t h e i r  d e c i s i o n s  r e g a r d i n g  t h e  s e c u r i t y  p r i c e s .  
T h e n ,  d i s c r i m i n a n t  a n a l y s i s  was  c o n d u c t e d  t o  d e t e r m i n e  
t h e  common a t t r i b u t e s  o f  r e p l a c e m e n t  c o s t  s e n s i t i v e  and 
i n s e n s i t i v e  f i r m s  wh ich  r e s u l t e d  i n  f o u r  d i s c r i m i n a t i n g  
v a r i a b l e s  t h a t  c o u l d  d i s t i n g u i s h  among t h e  g r o u p s  a t  
a h i gh  l e v e l  o f  c o n f i d e n c e .
The i n i t i a l  a n a l y s i s  i s  c a r r i e d  o u t  u s i n g  a r e s t r i c t e d  
l e a s t  s q u a r e s  f o r m u l a t i o n  o f  t h e  v a l u a t i o n  models  which 
show t h a t  on ly  some s e c u r i t i e s  ( r e p l a c e m e n t  c o s t  s e n s i t i v e s )  
r e s p o n d  t o  r e p l a c e m e n t  c o s t .  The r e p l a c e m e n t  c o s t  i n s e n s i t i v e
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f i r m s  a r e  found  t o  be t h o s e  t h a t  t h e i r  r e p l a c e m e n t  c o s t  
d a t a  a r e  s i m i l a r  t o  t h e i r  h i s t o r i c a l  c o s t .  However ,  
when t h e  c o s t  o f  p r o v i d i n g  t h e  r e p l a c e m e n t  c o s t  i n f o r m a t i o n  
was i n t r o d u c e d  t h e  r e g u l a t i o n  was n o t  d e s i r a b l e  a s  compared 
t o  one more s o l i d l y  g rounded i n  t h e  economics  o f  s e c u r i t y  
v a l u a t i o n .
In a d i f f e r e n t  s tu dy  M a r t i n  [1981]  t r i e d  t o  e v a l u a t e  
t h e  r e l e v a n c e  o f  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  r e q u i r e d  
by ASR 190 f o r  p a r t i c u l a r  p r e p a r e r  and  u s e r  g r o u p s .  
The s t u d y  i n c l u d e d  t h r e e  p h a s e s  o f  i n v e s t i g a t i o n .  The 
f i r s t  phase  was a m a i l  q u e s t i o n n a i r e  t o  manager s  o f  companies  
r e q u i r e d  t o  comply  w i t h  ASR 190 p r o v i s i o n s ,  commercia l  
l o a n  o f f i c e r s  f rom 50 o f  t h e  l a r g e s t  commercia l  banks ,  
and r e s e a r c h  d i r e c t o r s  o f  m a j o r  i n v e s t m e n t  f i r m s  who 
were  s e c u r i t y  a n a l y s t s  and members o f  t h e  F i n a n c i a l  A n a l y s t s  
F e d e r a t i o n .  The q u e s t i o n n a i r e  was  m a i l e d  t o  a sample 
o f  320 i n d i v i d u a l s  f rom e a c h  g r o u p  w h i c h  r e s u l t e d  i n  
a r e s p o n s e  r a t e  o f  o v e r  30 p e r c e n t  f rom e a c h  g r o u p .
I n  t h e  s e c o n d  p h a s e ,  c o m m e r c i a l  l o a n  o f f i c e r s  i n  
l a r g e  c o m m e r c i a l  b a n k s  w e r e  e m p l o y e d  t o  e v a l u a t e  t h e  
r e p l a c e m e n t  c o s t  d i s c l o s u r e  i n f l u e n c e  on i n t e r e s t  r a t e  
d e c i s i o n s .  I n  t h e  t h i r d  p h a s e ,  a f i e l d  i n t e r v i e w  w i t h  
t h e  r e s e a r c h  d i r e c t o r s  o f  f i v e  l o c a l  i n v e s t m e n t  f i r m s  
was c o n d u c t e d .  In  t h i s  f i e l d  i n t e r v i e w ,  t h e  p a r t i c i p a n t s  
w e r e  a s k e d  t o  c o m p l e t e  a q u e s t i o n n a i r e  i d e n t i c a l  t o  t h e  
one  u s e d  i n  t h e  f i r s t  p h a s e .  They were t h e n  r e q u e s t e d
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t o  e l a b o r a t e  on c e r t a i n  i m p o r t a n t  q u e s t i o n s .
The r e s u l t s  o f  t h e  m a i l e d  q u e s t i o n n a i r e  i n d i c a t e d  
t h a t  t h e  u s e r  g r o u p s  a g r e e d  upon t h e  e x i s t e n c e  of  some 
b e n e f i t s  t o  r e p o r t i n g  t h e  r e p l a c e m e n t  c o s t .  The r e s u l t s  
a l s o  i n d i c a t e d  t h a t  t h e  p r e p a r e r  g r o u p  d o e s  n o t  a g r e e  
w i t h  t h e  u s e r  group  i n  some a r e a s .  However,  t h e  r e s p o n s e s  
i n d i c a t e d  t h a t  a l l  t h r e e  g r o u p s  under  c e r t a i n  c o n d i t i o n s  
( t a x  i n c e n t i v e s  f o r  r e p l a c e m e n t  c o s t  d a t a )  would  f i n d  
such d i s c l o s u r e s  a c c e p t a b l e .
The r e s u l t s  o f  t h e  second p ha s e  i n d i c a t e d  t h a t  r e p l a c e ­
ment  c o s t  d i s c l o s u r e s  i n f l u e n c e d  i n t e r e s t  r a t e  d e c i s i o n s  
and  r e s u l t e d  i n  a h i g h e r  mean i n t e r e s t  r a t e .  However,  
t h e  i n f l u e n c e  was  n o t  s t a t i s t i c a l l y  s i g n i f i c a n t  u s i n g  
an a l p h a  l e v e l  o f  . 0 5 .  The r e s u l t s  o f  t h e  t h i r d  phase  
i n d i c a t e d  t h a t  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  would i n f l u e n c e  
i n v e s t m e n t  d e c i s i o n s  when t h e y  r e s u l t  i n  r a t i o s  t h a t  
a r e  m a t e r i a l l y  d i f f e r e n t  f rom  h i s t o r i c a l  c o s t  r a t i o s .
Thomas [1980]  c a r r i e d  o u t  a m a r k e t  s t ud y  t o  d e t e r m i n e  
w h e t h e r  i n v e s t o r s  u t i l i z e d  t h e  r e p l a c e m e n t  c o s t  d a t a  
i n  t h e  d e t e r m i n a t i o n  o f  t h e  f i r m s '  s t o c k  p r i c e s .  A sample  
o f  528 f i r m s  t h a t  w e r e  r e q u i r e d  t o  comply w i t h  ASR 190 
was  s e l e c t e d .  C u r r e n t  o p e r a t i n g  p r o f i t  was c a l c u l a t e d  
f o r  t h e s e  f i r m s  f o r  b o t h  1 976 and 1977 .  A l l  f i r m s  i n  
t h e  s a m p l e  w e r e  r a n k e d  b a s e d  upon  t h e  e x c e s s  o f  t h e i r  
p e r c e n t a g e  change  i n  c u r r e n t  o p e r a t i n g  p r o f i t  o v e r  t h e i r  
p e r c e n t a g e  c h a n g e  i n  h i s t o r i c a l  c o s t  n e t  income f o r  t h e
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same p e r i o d .  I t  was  a s s u m e d  t h a t  good news f i r m s  a r e  
r e p r e s e n t e d  by t h o s e  w i t h  t h e  l a r g e s t  p o s i t i v e  d i f f e r e n c e s  
and  bad  news f i r m s  a r e  r e p r e s e n t e d  by t h o s e  w i t h  t h e  
s m a l l e s t  p o s i t i v e  d i f f e r e n c e  and t h o s e  w i t h  n e g a t i v e  
d i f f e r e n c e s .
U s i n g  a f i r m  by f i r m  m a t c h i n g  p r o c e d u r e ,  good news 
and  bad  news p o r t f o l i o s  w e r e  f o r m e d  w h i c h  r e s u l t e d  i n  
p o r t f o l i o s  t h a t  w e r e  e q u i v a l e n t  i n  a l l  r e s p e c t s  e x c e p t  
f o r  t h e  news t h a t  t hey  r e p o r t e d .  The t i me  p e r i o d  under  
s t ud y  i n c l u d e d  52 weeks which s u r r o u n d e d  t h e  announcement  
o f  t h e  r e p l a c e m e n t  c o s t  d a t a .  Weekly p o r t f o l i o  r e t u r n s  
were  c a l c u l a t e d  f o r  t h i s  52 week p e r i o d .
The computed  weekly  p o r t f o l i o  r e t u r n s  were  a n a l y z e d  
t o  d e t e r m i n e  w h e t h e r  t h e  good news and bad news p o r t f o l i o s  
w e r e  s i g n i f i c a n t l y  d i f f e r e n t .  The s t a t i s t i c a l  a n a l y s i s  
i n c l u d e d  t h e  H o t e l l i n g ' s  T2 and u n i v a r i a t e  t - t e s t .  The 
good news p o r t f o l i o  s i g n i f i c a n t l y  o u t  p er fo rmed  t h e  bad 
news p o r t f o l i o  i n  low r i s k  f i r m s  p o r t f o l i o s  bu t  n o t  i n  
h i g h  r i s k  f i r m s  p o r t f o l i o s .  Using t h e  H o t e l l i n g  T2 f o r  
a l l  f i r m s ,  t h e  d i f f e r e n c e  i n  p o r t f o l i o  r e t u r n s w a s  s i g n i f i c a n t  
a t  an a l p h a  l e v e l  o f  . 0 6 .  C o n s e q u e n t l y ,  i t  was co nc lu d ed  
t h a t  t h e  s t o c k  m a r k e t  d i d  r e s p o n d  t o  t h e  r e p l a c e m e n t  
c o s t  d i s c l o s u r e s  u nde r  ASR 190.
S a f t n e r  [ 1 9 8 0 ]  c o n d u c t e d  an e f f i c i e n t  m ar k e t  s tudy  
t o  i n v e s t i g a t e  t h e  i n f o r m a t i o n  c o n t e n t  of  t h e  r e p l a c e m e n t  
c o s t  d i s c l o s u r e s  un d er  ASR 190.  Res ea r ch  q u e s t i o n s  t h a t
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were examined a r e :
1.  Do r e p l a c e m e n t  c o s t  i n c o m e  n u m b e r s  h a v e  
i n f o r m a t i o n  c o n t e n t ?
2.  Do t h e  d i s c l o s u r e s  s i g n i f i c a n t l y  add i n f o r ­
m a t i o n  t o  t h e  h i s t o r i c a l  c o s t  f i n a n c i a l  
s t a t e m e n t s ?
In t h e  c a s e  o f  t h e  f i r s t  q u e s t i o n ,  t h e  median p e r c e n t a g e  
i n c r e a s e  i n  income o f  a l l  compan i es  was used a s  t h e  e x p e c t e d  
i n c r e a s e .  F i r m s  w e r e  d i v i d e d  i n t o  good news ( i f  t hey  
w e r e  a b o v e  e x p e c t a t i o n )  p o r t f o l i o  and bad news ( i f  they 
w e r e  be lo w t h e  e x p e c t a t i o n )  p o r t f o l i o .  In  t h e  c as e  of  
t h e  second q u e s t i o n ,  t h e  e x p e c t a t i o n  was made c o n d i t i o n a l  
upon t h e  p e r c e n t a g e  i n c r e a s e  i n  h i s t o r i c a l  c o s t  n e t  income.
The s t u d y  u s e d  two b a s i c  m e t h o d o l o g i e s  t o  c o n t r o l  
t h e  m a r k e t  e f f e c t : (1)  by c o m p u t a t i o n  of  abnormal  p e r fo rmance
i n d e x ,  and (2)  by exa mi n in g  t h e  d i f f e r e n c e s  i n  t h e  r e t u r n s  
o f  p o r t f o l i o s  o f  matched p a i r s  (good news and bad news) .  
D a t a  a n a l y s i s  i n c l u d e d  bo th  p a r a m e t r i c  and n o n p a r a m e t r i c  
u n i v a r i a t e  t e s t s .  The r e s u l t s  i n d i c a t e d  t h a t  t h e  r e p l a c e m e n t  
c o s t  d i s c l o s u r e s  d i d  have  i n f o r m a t i o n  c o n t e n t ,  however ,  
t h e  n u l l  h y p o t h e s i s  o f  no a d d i t i o n a l  i n f o r m a t i o n  c o n t e n t  
c o u l d  n o t  be r e j e c t e d .
E l - L e i t h y  [ 1 9 8 2 ]  i n v e s t i g a t e d  t h e  i m p a c t  o f  t h e  
r e p l a c e m e n t  c o s t  d i s c l o s u r e s  under  ASR 190 on t h e  a s s e s s m e n t  
o f  s y s t e m a t i c  r i s k .  A random sample  o f  50 f i r m s  s u b j e c t  
t o  t h e  r e q u i r e m e n t  o f  ASR 190 was s e l e c t e d .  F o r t y  f i n a n c i a l  
r a t i o s  were  g e n e r a t e d  un de r  each o f  t h r e e  model s  -  h i s t o r i c a l  
c o s t  mode l  (HC) ,  r e p l a c e m e n t  c o s t  model which i n c l u d e d
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t h e  c h a n g e s  i n  u n r e a l i z e d  h o l d i n g  g a i n s  o r  l o s s e s  a s  
an i n c o m e  c o m p o n e n t  (RC^)^ and r e p l a c e m e n t  c o s t  model 
w h i c h  i n c l u d e d  t h e  c h a n g e s  i n  u n r e a l i z e d  h o l d i n g  g a i n s  
and  l o s s e s  a s  a c a p i t a l  a d j u s t m e n t  (RC2 ) -  f o r  t h e  y e a r  
e n d i n g  December  31,  1977 f o r  each  company.  R a t i o s  were  
t r a n s f o r m e d  i n t o  o r t h o g o n a l  f a c t o r  s c o r e s  and t h e i r  number 
was r e d u c e d  t h r o u g h  f a c t o r  a n a l y s i s .
The r e l a t i o n s h i p  o f  f a c t o r  s c o r e s  and  t h e  m a r k e t  
m e a s u r e s  o f  s y s t e m a t i c  r i s k  was  i n v e s t i g a t e d  t h r o u g h  
r e g r e s s i o n  a n a l y s i s .  The r e s u l t s  o f  t h i s  a n a l y s i s  i n d i c a t e d  
t h a t  h i s t o r i c a l  c o s t  model ha s  a h i g h e r  a d j u s t e d  r2 and 
a l o w e r  s t a n d a r d  e r r o r  t h a n  e i t h e r  o f  t h e  r e p l a c e m e n t  
c o s t  m o d e l s .  A l s o ,  RCi,  and  RC2 m o d e l s  d i d  n o t  h a v e  
s i g n i f i c a n t l y  d i f f e r e n t  e x p l a n a t o r y  p o we r .  F i n a l l y ,  
i t  was  c o n c l u d e d  t h a t  i n  t h e i r  a s s e s s m e n t  o f  r i s k  and 
r e t u r n s  o f  f i r m s  i n v e s t o r s  m o s t l y  u s e  h i s t o r i c a l  c o s t  
i n f o r m a t i o n  r a t h e r  t h a n  r e p l a c e m e n t  c o s t  i n f o r m a t i o n .
Anot he r  s tudy  t h a t  compares  t h e  a s s o c i a t i o n  of  r e p l a c e ­
men t  c o s t  and  h i s t o r i c a l  c o s t  w i t h  s y s t e m a t i c  r i s k  i s  
t h e  one  by M o r r i s  [ 1 9 8 0 ] .  The sample  i n c l u d e d  30 l a r g e  
c o m p a n i e s  f ro m d i f f e r e n t  i n d u s t r i e s .  The t i m e  p e r i o d  
u n d e r  i n v e s t i g a t i o n  was an e i g h t e e n  y e a r  p e r i o d  f rom 
1 959 t o  1 976 w h i c h  was  d i v i d e d  i n t o  two s u b p e r i o d s  o f  
n i n e  y e a r s  e a c h .  R e p l a c e m e n t  c o s t  d a t a  was c a l c u l a t e d  
by a p p l y i n g  s p e c i f i c  p r i c e  i n d i c e s  t o  t h e  r e p o r t e d  h i s t o r i c a l  
c o s t  r e s u l t s .
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The i n v e s t i g a t i o n  was c a r r i e d  o u t  by examin i ng  t h e  
r e l a t i o n s h i p  be tween  f o u r  r e p l a c e m e n t  c o s t  r i s k  m ea s u r e s  
an d  t h e  m a r k e t  b e t a  ( t h e  s y s t e m a t i c  r i s k  m e a s u r e ) .  The 
a s s o c i a t i o n  w i t h  and  p r e d i c t i o n  of  m a r ke t  b e t a  i s  used 
t o  t e s t  t h i s  r e l a t i o n s h i p .  The a s s o c i a t i o n  w i t h  m ar k e t  
b e t a  i s  measured  u s i n g  b i v a r i a t e  c r o s s - s e c t i o n a l  c o r r e l a t i o n  
c o e f f i c i e n t s  and  c r o s s - s e c t i o n a l  r e g r e s s i o n  a n a l y s i s  
on a m u l t i v a r i a t e  b a s i s .  The f o u r  r e p l a c e m e n t  c o s t  r i s k  
m e a s u r e s  w e r e  u s e d  as  i n s t r u m e n t a l  v a r i a b l e s  t o  p r e d i c t  
t h e  m a r k e t  b e t a  w h i c h  w e r e  t h e n  c o m p a r e d  t o  t h e  n a i v e  
mode l  o f  c o n s t a n t  b e t a  o v e r  t i m e .  The same a n a l y s i s  
was c a r r i e d  o u t  u s i n g  t h e  same f o u r  r i s k  m e a s u r e s  computed 
on a h i s t o r i c a l  c o s t  b a s i s  t h e  r e s u l t s  o f  which was t h e n  
c o m p a r e d  t o  t h o s e  o f  r e p l a c e m e n t  c o s t  d a t a .  The f o u r  
a c c o u n t i n g  r i s k  m e a s u r e s  i n c l u d e d  p a y o u t ,  c o v e r a g e ,  e a r n i n g s  
v a r i a b i l i t y ,  and e a r n i n g s  c o v a r i a b i l i t y .
The  r e s u l t s  i n d i c a t e d  a s i g n i f i c a n t  c o r r e l a t i o n  
b e t w e e n  o n l y  one  o f  t h e  r e p l a c e m e n t  c o s t  r i s k  m ea s u r e s  
and m a r k e t  b e t a  i n  each  s u b p e r i o d .  The m u l t i p l e  r e g r e s s i o n s  
u t i l i z i n g  t h e  r e p l a c e m e n t  c o s t  r i s k  m e a s u r e s  were  no t  
s i g n i f i c a n t  i n  any o f  t h e  two s u b p e r i o d s  and t h e  p r e d i c t i o n  
r e s u l t s  were  s l i g h t l y  worse  t h a n  t h e  n a i v e  model .  F u r t h e r ­
m o r e ,  e x c e p t  i n  t h e  c a s e  o f  m u l t i v a r i a t e  a s s o c i a t i o n  
w h i c h  was  s l i g h t l y  h i g h e r ,  t h e  h i s t o r i c a l  c o s t  r e s u l t s  
w e r e  e x t r e m e l y  c l o s e  t o  t h e  r e p l a c e m e n t  c o s t  r e s u l t s .  
These  r e s u l t s  i n d i c a t e  t h a t  i n  a s s o c i a t i o n  w i t h  or  p r e d i c t i o n
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of  ma r k e t  b e t a  t h e  r e p l a c e m e n t  c o s t  d a t a  d i d  n o t  do b e t t e r  
t h a n  h i s t o r i c a l  c o s t  d a t a .
In a d i f f e r e n t  s tu dy  Means [1979]  t r i e d  t o  d e t e r m i n e  
t h e  p r e d i c t i v e  a b i l i t y  o f  h i s t o r i c a l  c o s t  d a t a  a s  compared 
t o  t h o s e  o f  r e p l a c e m e n t  c o s t  d a t a  u n d e r  ASR 19 0 ,  and 
r e p l a c e m e n t  c o s t  and h i s t o r i c a l  c o s t  combined i n  f o r e c a s t i n g  
cash  f l ow s  from o p e r a t i o n s .  A random sample  of  100 companies ,  
which were  r e q u i r e d  t o  comply w i t h  ASR 190,  was i n c l u d e d  
i n  t h e  s t u d y .  The 10-K r e p o r t s  o f  t h e s e  companies  were  
u s e d  t o  g a t h e r  t h e  d a t a  f o r  1978.  The f o r e c a s t e d  cash  
f l o w s  f rom o p e r a t i o n s  w e r e  c a l c u l a t e d  f o r  each  of  t h e  
t h r e e  s e t s  o f  d a t a  and compared t o  t h e  a c t u a l  cash  f lows  
t o  d e t e r m i n e  t h e  f o r e c a s t  e r r o r s .
H o t t e l i n g ' s  T2 was u s e d  t o  a n a l y z e  t h e s e  f o r e c a s t  
e r r o r s .  The r e s u l t s  i n d i c a t e d  a s i g n i f i c a n t l y  l o w e r  
f o r e c a s t  e r r o r  f o r  h i s t o r i c a l  c o s t  d a t a  as  compared t o  
t h a t  o f  r e p l a c e m e n t  c o s t  d a t a .  F u r t h e r m o r e ,  t h e  p r e d i c t i v e  
a b i l i t y  o f  h i s t o r i c a l  c o s t  d a t a  a l o n e  was n o t  s t a t i s t i c a l l y  
d i f f e r e n t  f rom t h a t  o f  h i s t o r i c a l  c o s t  and r e p l a c e m e n t  
c o s t  d a t a  combined.  C o n s e q u e n t l y ,  i t  was c o n c l u d e d  t h a t  
r e p l a c e m e n t  c o s t  d i s c l o s u r e s  under  ASR 190 d i d  n o t  p r o v i d e  
any more a s s i s t a n c e  i n  p r e d i c t i n g  ca s h  f l o w s  from o p e r a t i o n s  
t h a n  was p r o v i d e d  by h i s t o r i c a l  c o s t  d a t a .
Monroe [ 1 9 7 8 ]  c o n d u c t e d  an e x p e r i m e n t  t o  d e t e r m i n e  
t h e  e f f e c t s  o f  c u r r e n t - c o s t  r e p o r t i n g  on t h e  p r e d i c t i o n  
o f  b a n k r u p t c y  by a g roup  o f  b a n k e r s  one and t h r e e  y e a r s
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p r i o r  t o  b a n k r u p t c y  ( t h e  two t i m e  p e r i o d s )  by a group 
o f  b a n k e r s .  The s u b j e c t s  were  p r e s e n t e d  w i t h  f o u r  f i n a n c i a l  
r a t i o s  r e g a r d i n g  a s a m p l e  o f  b a n k r u p t  and  n o n b a n k r u p t  
f i r m s  and were  a s k e d  a s eq uence  o f  s u b j e c t i v e  p r o b a b i l i t y  
j u d g m e n t s  t h a t  a f i r m  w o u l d  f a i l .  They were  as ked  t o  
make t h e s e  j u d g m e n t s  a f t e r  v i e w i n g  t h e  f i n a n c i a l  r a t i o s  
from t h r e e  i n f o r m a t i o n  c l a s s e s  -  h i s t o r i c a l  c o s t ,  c u r r e n t  
c o s t ,  and  b o t h  h i s t o r i c a l  c o s t  and  c u r r e n t  c o s t  -  f o r  
t h e  two t i m e  p e r i o d s .  S u b j e c t s 1 p r o b a b i l i t y  j u d gm en t s  
w e r e  t r a n s f o r m e d  i n t o  l i k e l i h o o d  o d d s  r a t i o  u s i n g  t h e  
odds form o f  Bayes* t heo r em.
The l i k e l i h o o d  o d d s  r a t i o s  w e r e  a n a l y z e d  t o  t e s t  
f o r  s i g n i f i c a n t  d i f f e r e n c e s  be tween  t h e  t h r e e  i n f o r m a t i o n  
c l a s s e s .  Two o f  t h e  f o u r  f i n a n c i a l  r a t i o s  -  o w n e r s '  
e q u i t y / t o t a l  d e b t  and n e t  i n c o m e / t o t a l  a s s e t s  -  p r o v i d e d  
t h e  m o s t  u s e f u l  and a c c u r a t e  i n f o r m a t i o n  when they  were 
p r e s e n t e d  on a c u r r e n t  c o s t  b a s i s .  C o n v e r s e l y ,  one of  
t h e  f o u r  r a t i o s  -  c u r r e n t  a s s e t s / c u r r e n t  l i a b i l i t i e s  -  
a p p e a r e d  t o  p r o v i d e  b e t t e r  i n f o r m a t i o n  on a h i s t o r i c a l  
c o s t  b a s i s .  F i n a l l y ,  a n o t h e r  one  o f  t h e  f o u r  r a t i o s  
-  c u r r e n t  a s s e t s / t o t a l  a s s e t s  -  d i d  n o t  p r o v i d e  s i g n i f i c a n t l y  
d i f f e r e n t  i n f o r m a t i o n  under  t h e  t h r e e  i n f o r m a t i o n  c l a s s e s .
E n i s  [1981]  examined t h e  i m p ac t  of  r e p l a c e m e n t  c o s t  
numbers  upon s o p h i s t i c a t e d  and u n s o p h i s t i c a t e d  i n v e s t o r s '  
d e c i s i o n - m a k i n g  b e h a v i o r  t h r o u g h  a f i e l d  e x p e r i m e n t .  
S u b j e c t s  w e r e  r a n d o m l y  a s s i g n e d  t o  e i t h e r  a t r e a t m e n t
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or  c o n t r o l  g roup .  C o n t r o l  s u b j e c t s  r e c e i v e d  o nl y  h i s t o r i c a l  
c o s t  numbers and t r e a t m e n t  group r e c e i v e d  bo th  h i s t o r i c a l  
c o s t  and r e p l a c e m e n t  c o s t  numbers .  Each s u b j e c t  r e c e i v e d  
t h e  a p p r o p r i a t e  i n f o r m a t i o n  f o r  40 f i r m s  and was asked 
t o  f o r e c a s t  t h e  p r i c e  c h a n g e  f o r  e a c h  f i r m ' s  s t o c k .
Using t h e  p a r t i c i p a n t ' s  r e s p o n s e s  a s  d e p e n d e n t  v a r i a b l e  
a n d  t h e  a c c o u n t i n g  n u m b e r s  a s  i n d e p e n d e n t  v a r i a b l e s ,  
e a c h  s u b j e c t ' s  d e c i s i o n  mode l  was  c o n s t r u c t e d .  These 
model s  were  used t o  c l a s s i f y  t h e  s u b j e c t s  i n  t h e  t r e a t m e n t  
g r o u p  a s  e i t h e r  h i g h  o r  low r e p l a c e m e n t  c o s t  u s e r s .  
The a n a l y s i s  o f  t h e  d a t a  i n d i c a t e d  a n e g a t i v e  i n f l u e n c e  
o f  r e p l a c e m e n t  c o s t  d a t a  on t h e  s u b j e c t s .  S u b j e c t s  i n  
t h e  t r e a t m e n t  g r o u p  made low p r i c e  change p r e d i c t i o n s .  
F u r t h e r m o r e ,  i t  was found t h a t  c o n t r o l  s u b j e c t s  and low 
r e p l a c e m e n t  c o s t  u s e r s  had h i g h  c o n s e n s u s  bu t  t h e  c o n s e n s u s  
was poor  f o r  h i g h  r e p l a c e m e n t  c o s t  u s e r s .  The poor  c o n s e n s u s  
was  i n f e r r e d  t o  be t h e  r e s u l t  o f  c o n f u s i o n  c r e a t e d  by
a n d  l a c k  o f  u n d e r s t a n d i n g  o f  r e p l a c e m e n t  c o s t  d a t a .
C o n s e q u e n t l y ,  i t  was  s u g g e s t e d  t h a t  t h e  i n v e s t o r s  be 
e d u c a t e d  i n  u s i n g  t h e  r e p l a c e m e n t  c o s t  d a t a .
The p r i m a r y  o b j e c t i v e  of  a s tudy  by Fry [ 1978] was
t o  d e t e r m i n e  which o f  t h e  s i x  income c o n c e p t s  -  h i s t o r i c a l  
c o s t  (HC) income,  g e n e r a l  p r i c e  l e v e l  a d j u s t e d  h i s t o r i c a l  
c o s t  (GPLA) i n c o m e ,  r e p l a c e m e n t  c o s t  o p e r a t i n g  (RCO) 
i n c o m e ,  r e p l a c e m e n t  c o s t  t o t a l  (RCT) i n c o m e ,  g e n e r a l  
p r i c e  l e v e l  a d j u s t e d  r e p l a c e m e n t  c o s t  o p e r a t i n g  (GPLA-RCO)
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i n c o m e ,  and g e n e r a l  p r i c e  l e v e l  a d j u s t e d  r e p l a c e m e n t  
c o s t  t o t a l  (GPLA-RCT) income -  more c l o s e l y  a p p r o x i m a t e  
d i s t r i b u t a b l e  o p e r a t i n g  f low (DOF).  A sample  o f  30 f i r m s  
f rom e i g h t  i n d u s t r i e s  w i t h  v a r y i n g  f i x e d  r a t i o s  w e r e  
u s e d  t o  c a r r y  o u t  t h e  s t u d y .  H i s t o r i c a l  c o s t  d a t a  of  
e a c h  f i r m  f o r  f o u r t e e n  y e a r s  ( 1 9 6 0  t h r o u g h  1973) were 
o b t a i n e d  from f i n a n c i a l  s t a t e m e n t s  and Form 10-K r e p o r t .  
A computer  program was d e v e l o p e d  t o  t r a n s f o r m  t h e  h i s t o r i c a l  
c o s t  d a t a  t o  p r i c e  l e v e l  a d j u s t e d  d a t a  u s i n g  t h e  GNP 
D e f l a t o r ,  Wh o l e s a l e  P r i c e  In dex ,  and a c o n s t r u c t i o n  c o s t  
i n d e x .
HC and p r i c e  l e v e l  a d j u s t e d  numbers  f o r  t h e  f i r s t -  
t e n  y e a r s  ( 1 9 6 0 - 1  969)  w e r e  u s e d  t o  dev e l  op p r e d i c t i v e  
m o d e l s  f o r  i n c o m e  o f  e a c h  f i r m  t h r o u g h  v a r i o u s  l i n e a r  
and  n o n l i n e a r  t r e n d  m o d e l s .  A c t u a l  DOF f i g u r e s  w e r e  
c o m p a r e d  t o  p r e d i c t e d  i n c o m e  n u m b e r s  f o r  e a c h  o f  t h e  
l a s t  f o u r  y e a r s  ( 1970-1973)  t o  d e t e r m i n e  f o u r  p e r c e n t a g e  
e r r o r  f o r  e a c h  f i r m .  The F - t e s t  a nd  t - t e s t  were  used 
t o  t e s t  a s e r i e s  o f  h y p o t h e s e s .  The r e s u l t s  i n d i c a t e d  
t h a t  RCO i n c om e  and  GPLA-RCO i n c o m e  had  s i g n i f i c a n t l y  
l o w e r  p e r c e n t a g e  e r r o r  t h a n  HC i n c o m e .  C o n s e q u e n t l y ,  
i t  was  c o n c l u d e d  t h a t  t h e s e  i n c o m e  c o n c e p t s  a r e  good 
a l t e r n a t i v e s  t o  HC income.
C o n s t a n t  D o l l a r  S t u d i e s
R o s e n f i e l d  [1969]  c o n d u c t e d  a f i e l d  t e s t  t o  de t emi ne  
t h e  e f f e c t s  o f  t h e  i n f l a t i o n  a c t u a l l y  e x p e r i e n c e d  i n
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t h e  U n i t e d  S t a t e s  a t  t h a t  t i m e  and p r a c t i c a l i t y  o f  t h e  
r e s t a t e m e n t  p r o c e d u r e s .  E i g h t e e n  companies  p a r t i c i p a t e d  
i n  t h e  s t u d y .  They were  a s ke d  t o  r e s t a t e  t h e i r  f i n a n c i a l  
s t a t e m e n t s  f o r  c h a n g e s  i n  t h e  g e n e r a l  p r i c e - l e v e l  and 
comment  on t h e  f e a s i b i l i t y  o f  t h e  g e n e r a l  p r i c e - l e v e l  
r e s t a t e m e n t .  The c o m p a n i e s  i n v o l v e d  i n  t h e  e x p e r i m e n t  
v a r i e d  i n  t y p e  and s i z e  and  t h e  i n d u s t r i e s  r e p r e s e n t e d  
by them i n c l u d e d  a i r c r a f t  m a n u f a c t u r e ,  a i r l i n e s ,  a u t o m o b i l e  
p a r t s ,  c h e m i c a l s ,  e l e c t r o n i c s ,  f a b r i c a t e d  m e t a l  p r o d u c t ,  
food p r o c e s s i n g ,  food r e t a i l i n g ,  f i n a n c e  compan ies ,  m e a s u r i n g  
d e v i c e s ,  o i l s ,  p a c k a g i n g ,  p a p e r ,  r e t a i l  s t o r e s ,  and gas  
a n d  e l e c t r i c  u t i l i t i e s .  I n  g e n e r a l  t h e  r e s t a t e m e n t s  
c o v e r e d  t h e  f i n a n c i a l  s t a t e m e n t s  o f  two y e a r s  (1966 -and 
1967) .
Even though  t h e  i n f l a t i o n  r a t e  was r e l a t i v e l y  m o d er a t e  
i n  t h e  y e a r s  u nde r  s t u d y ,  t h e  d i f f e r e n c e s  be tween h i s t o r i c a l  
c o s t  b a s i s  and  g e n e r a l  p r i c e - l e v e l  b a s i s  w i t h  r e g a r d  
t o  n e t  income v a r i e d  w i d e l y  from one company t o  a n o t h e r .  
T h e s e  d i f f e r e n c e s ,  i n  t e r m s  o f  p e r c e n t a g e ,  w e r e  much 
h i g h e r  t h a n  t h e  i n f l a t i o n  r a t e  and we r e  i n  b o t h  -  u n d e r s t a t e d  
o r  o v e r s t a t e d  h i s t o r i c a l  c o s t  n e t  i n c o m e  a s  c o m p a r e d  
t o  g e n e r a l  p r i c e - l e v e l  n e t  i n c o m e  -  d i r e c t i o n s .  Ot he r  
r e s u l t s  i n d i c a t e d  t h a t  t h e  d i r e c t i o n  and  m a g n i t u d e  of  
t h e  e f f e c t  o f  i n f l a t i o n  on d i f f e r e n t  companies  depends  
upon t h e  n a t u r e  o f  t h e  c om p an i e s '  o p e r a t i o n  which  makes 
t h e  g e n e r a l i z a t i o n s  h a z a r d o u s .  F u r t h e r m o r e ,  un de r  g e n e r a l
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p r i c e - l e v e l  ch an ges  t h e  e f f e c t i v e  t a x  r a t e ,  cash  d i v i d e n d s  
a s  a p e r c e n t a g e  of  t o t a l  income,  and r a t e  of  r e t u r n  was 
d i f f e r e n t  from t h e  ones  under  h i s t o r i c a l  c o s t .  F i n a l l y ,  
t h e  companies  i n d i c a t e d  t h a t  t h e  p r e p a r a t i o n  o f  t h e  d a t a  
i s  g e n e r a l l y  f e a s i b l e .
The p u r p o s e  of  H i l l i s o n ’ s [1979]  s t ud y  was t o  d e t e r m i n e  
w h e t h e r  t h e  g e n e r a l  p r i c e  l e v e l  a d j u s t e d  (GPLA) e a r n i n g s  
p e r  s h a r e  (EPS) or  t h e  h i s t o r i c a l  c o s t  (HC) EPS i s  more 
s i g n i f i c a n t l y  a s s o c i a t e d  w i t h  t h e  movement o f  s e c u r i t y  
p r i c e s .  The t i m e  p e r i o d  u n d e r  s t u d y  was 1970 t h r o u g h  
1974 and t h e  s a m p l e  s t u d i e d  i n c l u d e d  76 f i r m s .  Fi rms  
w e r e  i n c l u d e d  i n  t h e  sample  i f  t hey  (1)  were l i s t e d  i n  
b o t h  COMPUSTAT and CRSP t a p e s ,  ( 2 )  p r e p a r e d  f i n a n c i a l  
s t a t e m e n t s  on c a l e n d a r y e a r  b a s i s ,  (3)  were e x p e c t e d  t o  
be s i g n i f i c a n t l y  a f f e c t e d  by t h e  p r i c e - l e v e l  c h a n g e s ,  
( 4 )  u s e d  s t r a i g h t - l i n e  d e p r e c i a t i o n  method,  and (5)  had 
a v a i l a b l e  c ompl e t e  f i n a n c i a l  d a t a .  P r o c e d u r e s  s u g g e s t e d  
by Davi dson  and Wei l  [ 1975] were used t o  e s t i m a t e d  p r i c e - l e v e l  
a d j u s t e d  EPS. The s i g n s  o f  t h e  f i r s t  and s econd  d i f f e r e n c e s  
( u s i n g  r andom w a l k  p r e m i s e s )  w e r e  u s e d  t o  m e a s u r e  t h e  
u n e x p e c t e d  EPS. Ab nor ma l  m a r k e t  r e t u r n  was c a l c u l a t e d  
u s i n g  t h e  S h a r p e  m a r k e t  mode l  and r e t u r n  i n f o r m a t i o n  
f o r  a p e r i o d  o f  s i x t y - m o n t h s  i m m e d i a t e l y  p r e c e d i n g  t h e  
p e r i o d  under  s t u d y .
Using t h e  s i g n s  o f  u ne x p e c t e d  EPS and abnormal  r e t u r n  
a s  t h e  r andom v a r i a b l e ,  b i n o m i a l  t e s t s  w e r e  c o n d u c t e d
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t o  t e s t  t h e  a s s o c i a t i o n  b e t w e e n  t h e  EPS and s e c u r i t y  
p r i c e s .  The r e s u l t s  o f  t h i s  n o n p a r a m e t r i c  a n a l y s i s  o f  
d a t a  i n d i c a t e d  t h a t  t h e  HC and GPLA e a r n i n g s  a r e  e q u i v a l e n t  
w i t h  r e g a r d  t o  t h e  f i r s t  d i f f e r e n c e  and HC e a r n i n g s  s i g n i ­
f i c a n t l y  o u t p e r f o r m e d  t h e  GPLA e a r n i n g s  w i t h  r e g a r d  t o  
t h e  s e c o n d  d i f f e r e n c e .  F u r t h e r m o r e ,  t h e r e  was a c l o s e  
a s s o c i a t i o n  be tween HC and GPLA e a r n i n g  numbers .
A n o t h e r  s t u d y  t h a t  c o n c e n t r a t e d  on t h e  u s e f u l n e s s
o f  g e n e r a l  p r i c e - l e v e l  s t a t e m e n t s  a s  compared t o  h i s t o r i c a l
c o s t  s t a t e m e n t s  i n  p r e d i c t i n g  b u s i n e s s  f a i l u r e  i s  t h e
one by Ketz  [ 1 9 7 8 ] .  S p e c i f i c a l l y ,  t h e  n u l l  h y p o t h e s i s
t h a t  was s t u d i e d  was :
The a b i l i t y  t o  d i s c r i m i n a t e  be tween 
f a i l i n g  a n d  n o n f a i l i n g  f i r m s  d o e s  
n o t  improve  i f  one u s e s  g e n e r a l  p r i c e -  
l e v e l  s t a t e m e n t s  r a t h e r  t h a n  h i s t o r i c a l  
c o s t  s t a t e m e n t s .
A l i s t  o f  f a i l e d  f i r m s  f o r  t h e  1970-1975 p e r i o d  was o b t a i n e d
f rom Dun and B r a d s t r e e t .  From t h i s  l i s t ,  o n l y  t h o s e
which had f i n a n c i a l  s t a t e m e n t s  p u b l i s h e d  i n  Moody ' s I n d u s t r i a l
Manual  w e r e  i n c l u d e d  i n  t h e  s a m p l e  w h i c h  r e s u l t e d  i n
a sample  o f  75 f a i l e d  f i r m s .  Two random samp les  o f  s i z e
100 o f  n o n f a i l e d  f i r m s  ( o n e  f o r  h i s t o r i c a l  c o s t  group
and  one  f o r  g e n e r a l  p r i c e - l e v e l  g r oup)  were cho sen  from
t h e  p o p u l a t i o n  o f  1973 n o n f a i l e d  f i r m s  t h a t  were  r e p o r t e d
i n  t h e  COMPUSTAT i n d u s t r i a l  f i l e .  The h i s t o r i c a l  c o s t
s t a t e m e n t s  and t h e  g e n e r a l  p r i c e - l e v e l  s t a t e m e n t s  were
d e v e l o p e d  two y e a r s  b e f o r e  t h e  b u s i n e s s  f a i l u r e .  The
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g e n e r a l  p r i c e - l e v e l  s t a t e m e n t s  wer e  e s t i m a t e d  u s i n g  t h e
P a r k e r  [1977]  model .  For  each group  of  t h e s e  s t a t e m e n t s
16 f i n a n c i a l  r a t i o s  w e r e  compu ted .  The same 16 r a t i o s
f o r  each  o f  t h e  n o n f a i l e d  f i r m s  were  c a l c u l a t e d  f o r  each
y e a r  o v e r  t h e  1968-73 p e r i o d .
The c o l l e c t e d  d a t a  were  a n a l y z e d  f o r  b o t h  a c c o u n t i n g
mode l s  u s i n g  m u l t i p l e  d i s c r i m i n a n t  a n a l y s i s .  Two model s ,
t h e  f u l l  and  t h e  r e d u c e d ,  were used  t h r o u g h  l i n e a r  and
q u a d r a t i c  f u n c t i o n s .  I n  c o n d u c t i n g  t h e  d i s c r i m i n a n t
a n a l y s i s ,  t h e  p r i o r  p r o b a b i l i t i e s  and t h e  c o s t  of  m i s c l a s -
s i f i c a t i o n ,  a l s o ,  w e r e  c o n s i d e r e d .  The r e s u l t s  o f  t h e
a n a l y s i s  i n d i c a t e d  t h a t  b o t h  a c c o u n t i n g  model s
" a r e  e q u i v a l e n t  f rom t h e  c r i t e r i a  o f  R2? t h e  
o v e r a l l  e r r o r  r a t e s ,  and  t h e  e r r o r  r a t e  o f  
m i s c l a s s i f y i n g  n o n f a i l e d  f i r m s ,  b u t  t h a t  t h e  
g e n e r a l  p r i c e - l e v e l  p r o c e d u r e  p e r f o r m s  b e t t e r  
i n  t e r m s  o f  t h e  e r r o r  r a t e  o f  m i s c l a s s i f y i n g  
f a i l e d  f i r m s  and t h e  e x p e c t e d  c o s t  of  m i s c l a s s i -  
f i c a t i o n . "
C o n s e q u e n t l y ,  t h e  r e s e a r c h e r  c o n c l u d e d  t h a t  t h e  r e s u l t s  
t e n d  t o  s u p p o r t  t h e  p o s i t i o n  o f  h i g h e r  u t i l i t y  o f  t h e  
g e n e r a l  p r i c e - l e v e l  a d j u s t e d  i n f o r m a t i o n .
Nor ton  and Smi th  [19791 c o n d u c t e d  a s tudy  t o  compare 
t h e  a b i l i t y  o f  t h e  r a t i o s  c o m p u t e d  f rom g e n e r a l  p r i c e  
l e v e l  (GPL) a d j u s t e d  f i n a n c i a l  s t a t e m e n t s  t o  t h o s e  computed 
from h i s t o r i c a l  c o s t  (HC) f i n a n c i a l  s t a t e m e n t s  i n  p r e d i c t i n g  
b a n k r u p t c y .  The s a mp l in g  p r o c e d u r e  used was t h e  i d e n t i f i ­
c a t i o n  o f  a g r o u p  o f  b a n k r u p t  f i r m s  and s e l e c t i o n  o f  
an e q u a l  number  o f  n o n - b a n k r u p t  f i r m s  f o r  t h e  p e r i o d
o f  1971 t o  1975.  "The sample  was l i m i t e d  t o  f i r m s  t h a t  
w e r e  l i s t e d  i n  t h e  M o o d y ' s  I n d u s t r i a l  Manual  and  f o r  
w h i c h  f i n a n c i a l  s t a t e m e n t s  were  a v a i l a b l e  f o r  f o u r  y e a r s  
p r i o r  t o  t h e  y e a r  f o r  which b a n k r u p t c y  n o t i c e s  were  f i l l e d  
w i t h  t h e  SEC."  T h i s  p r o c e d u r e  r e s u l t e d  i n  30 b a n k r u p t  
f i r m s  w h i c h  w e r e  m a t c h e d  w i t h  30 n o n - b a n k r u p t  f i r m s .  
The c r i t e r i a  f o r  m a t c h i n g  w e r e  (1) i n d u s t r y ,  (2)  a s s e t  
s i z e ,  and (3)  a v a i l a b i l i t y  o f  f o u r  y e a r s  f i n a n c i a l  i n f o r m ­
a t i o n .  The HC d a t a  were  c o l l e c t e d  from Form 10-K f i l l e d  
w i t h  t h e  SEC a n d / o r  a nn ua l  r e p o r t .  HC f i n a n c i a l  s t a t e m e n t s  
w e r e  u s e d  t o  g e n e r a t e  GPL f i n a n c i a l  s t a t e m e n t s  u s i n g  
t h e  c o m p u t e r  p r o g r a m  d e v e l o p e d  by P e t e r s o n  [19733 and 
q u a r t e r l y  g r o s s  n a t i o n a l  p r o d u c t  i m p l i c i t  p r i c e  d e f l a t o r s  
a s  t h e  p r i c e  i n d i c e s .
I n d e p e n d e n t  v a r i a b l e s  u s e d  i n  t h e  s t u d y  i n c l u d e d  
32 f i n a n c i a l  r a t i o s  w h i c h  w e r e  c a l c u l a t e d  f o r  each of  
t h e  f o u r  y e a r s  b e f o r e  b a n k r u p t c y  b a s e d  on bo t h  HC and 
GPL i n f o r m a t i o n .  L i n e a r  m u l t i p l e  d i s c r i m i n a n t  a n a l y s i s  
was used  in  p r e d i c t i n g  b a n k r u p t c y  by d e v e l o p i n g  two d i s c r i ­
m i n a n t  f u n c t i o n s  u s i n g  b a n k r u p t c y  or  n o n - b a n k r u p t c y  as  
t h e  d e p e n d e n t  v a r i a b l e .  The r e s u l t s  o f  t h i s  a n a l y s i s  
i n d i c a t e d  t h a t  t h e  GPL a d j u s t e d  r a t i o s  ( f i n a n c i a l  s t a t e m e n t s )  
w e r e  c o n s i s t e n t l y  n e i t h e r  more  n o r  l e s s  a c c u r a t e  t h a n  
HC r a t i o s  ( f i n a n c i a l  s t a t e m e n t s )  i n  p r e d i c t i n g  b a n k r u p t c y .  
C o n s e q u e n t l y ,  t h e  r e s e a r c h e r s  c o n c l u d e d  t h a t  GPL and 
HC f i n a n c i a l  s t a t e m e n t s  have  e q u a l  u s e f u l n e s s  i n  p r e d i c t i n g
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b a n k r u p t c y .
Bar an ,  L a ko n i s h o k  and Ofer  [ 1980a]  have  done a d i f f e r e n t  
s tu dy  t o  i n v e s t i g a t e  t h e  e x t e n t  t o  which t h e  p r i c e - l e v e l
a d j u s t e d  d a t a  c o n t a i n s  i n f o r m a t i o n  n o t  i n c l u d e d  i n  t h e
>
h i s t o r i c a l  c o s t  d a t a  i n  e x p l a i n i n g  t h e  bond r a t i n g s .  
A s a m p l e  o f  202 c o m p a n i e s ,  f o r  w h i c h  bond r a t i n g s  i n  
1974 and  f i v e  y e a r  f i n a n c i a l  i n f o r m a t i o n  and s e c u r i t y  
p r i c e s  were  a v a i l a b l e ,  was s e l e c t e d .  The f i n a n c i a l  i n f o r ­
m a t i o n  u s e d  t o  compute t h e  v a r i a b l e s  was t a k e n  from t h e  
COMPUSTAT An n ua l  I n d u s t r i a l  F i l e s  and  t h e  CRSP t a p e s .  
They e s t i m a t e d  p r i c e - l e v e l  a d j u s t e d  d a t a  u s i n g  a method 
s i m i l a r  t o  t h a t  o u t l i n e d  by P a r k e r  [ 1 9 7 7 3 .  V a r i a b l e s  
used  i n  t h i s  s tu dy  i n c l u d e d  38 f i n a n c i a l  r a t i o s  and numbers .  
T h e s e  v a r i a b l e s  w e r e  u s e d  t o  c o n s t r u c t  a d i s c r i m i n a n t  
f u n c t i o n  f o r  t h e  bond r a t i n g s  which were  o b t a i n e d  from 
t h e  l a s t  i s s u e  o f  1 974 S t a n d a r d  and P o o r ' s  Bond Gui de .
M u l t i p l e  d i s c r i m i n a n t  a n a l y s i s  was  c o n d u c t e d  f o r  
t h e  s e t  o f  h i s t o r i c a l  c o s t  v a r i a b l e s  and  p r i c e - l e v e l  
a d j u s t e d  v a r i a b l e s  s e p a r a t e l y  and combined.  The r e s u l t s  
i n d i c a t e d  t h a t  t h e  use  o f  p r i c e - l e v e l  a d j u s t e d  i n f o r m a t i o n  
w o u l d  r e s u l t  i n  t h e  i m p r o v e m e n t  o f  t h e  c l a s s i f i c a t i o n  
a c c u r a c y  o f  t h e  m u l t i p l e  d i s c r i m i n a n t  a n a l y s i s  model .  
T h i s  was i n t e r p r e t e d  a s  p r i c e - l e v e l  a d j u s t e d  d a t a  h a v i n g  
more  i n f o r m a t i o n  c o n t e n t  t h a n  t h a t  o f  h i s t o r i c a l  c o s t  
d a t a .
In  a n o t h e r  s t u d y ,  Baran ,  La ko n i sh ok  and Of er  [1980b]
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a t t e m p t e d  t o  d e t e r m i n e  t h e  i n f o r m a t i o n  c o n t e n t  of  p r i c e - l e v e l  
a d j u s t e d  d a t a  a s  c o m p a r e d  t o  t h o s e  o f  h i s t o r i c a l  c o s t  
d a t a .  A sample  of  242 f i r m s  were  i n c l u d e d  i n  t h e  s t u d y .  
F i r m s  i n c l u d e d  i n  t h e  s a m p l e  w e r e  t h o s e  t h a t  (1)  were 
l i s t e d  i n  b o t h  t h e  COMPUSTAT f i l e s  and t h e  CRSP t a p e s ,
( 2 )  had f i s c a l  y e a r  end o f  December 31,  and (3)  had two 
y e a r s  o f  f i n a n c i a l  d a t a  a v a i l a b l e .  Thr ee  r a t i o s  -  n e t  
i n c o m e  b e f o r e  n o n - r e c u r r i n g  i t e m s  t o  common e q u i t y ,  n e t  
i n c o m e  b e f o r e  n o n - r e c u r r i n g  i t e m s  t o  m a r k e t  v a l u e ,  and 
n e t  i n c o m e  b e f o r e  n o n - r e c u r r i n g  i t e m s  and d e p r e c i a t i o n  
( an i n d i c a t i o n  o f  cas h  f low)  t o  m a r k e t  v a l u e  -  were used 
t o  d e t e r m i n e  t h r e e  a c c o u n t i n g  b e t a s .  The g e n e r a l  p r i c e - l e v e l  
a d j u s t e d  d a t a  w e r e  e s t i m a t e d  u s i n g  a few key f i n a n c i a l  
s t a t e m e n t  n u m be r s  t h a t  were  supposed  t o  a p p r o x i m a t e  t h e  
o v e r a l l  a d j u s t m e n t s .
The c o r r e l a t i o n  b e t w e e n  m a r k e t  b e t a  and a c c o u n t i n g  
b e t a s  was  c a l c u l a t e d  b a s e d  on b o t h  h i s t o r i c a l  c o s t  and 
g e n e r a l  p r i c e - l e v e l  a d j u s t e d  d a t a .  I t  was assumed t h a t  
a h i g h e r  c o r r e l a t i o n  w o u l d  mean s u p e r i o r  i n f o r m a t i o n  
c o n t e n t .  The a n a l y s i s  was c o n d uc t ed  s e p a r a t e l y  f o r  t h e  
f o l l o w i n g  p e r i o d s :  (1)  1 9 5 7 - 1 9 7 4  ( t o t a l  p e r i o d ) ,  (2)
1 9 5 7 - 1 9 6 5  ( f i r s t  s u b - p e r i o d ) ,  and (3) 1966-1974 ( s e c on d  
s u b - p e r i o d ) .  U s i n g  a b i n o m i a l  t e s t ,  t h e  h y p o t h e s i s  o f  
e q u a l  p e r fo r ma nc e  was r e j e c t e d  i n  f a v o r  o f  g e n e r a l  p r i c e - l e v e l  
a d j u s t e d  d a t a  a t  t h e  s i g n i f i c a n c e  l e v e l  o f  . 0 0 0 0 2 3 .  
C o n s e q u e n t l y ,  i t  was c o n c l ud ed  t h a t  t h e  p r i c e - l e v e l  a d j u s t e d
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d a t a  a p p e a r s  t o  c o n t a i n  i n f o r m a t i o n  which i s  n o t  i n c l u d e d  
i n  t h e  h i s t o r i c a l  c o s t  d a t a .
C r e s s  [ 1 9 7 9 ]  t r i e d  t o  a p p r o x i m a t e  t h e  p r i c e - l e v e l  
a d j u s t e d  income s t a t e m e n t s  f o r  s e l e c t e d  b a n k r u p t  companies  
i n  o r d e r  t o  e v a l u a t e  t h e  c r i t i c i s m  t h a t  a f i n a n c i a l l y  
weak f i r m  c o u l d  r e p o r t  p r i c e - l e v e l  a d j u s t e d  p r o f i t s  as  
i t  d e t e r i o r a t e d  i n t o  b a n k r u p t c y .  S i x t e e n  b a n k r u p t  f i r m s  
from e i g h t  i n d u s t r i e s  ( two from each i n d u s t r y )  were i n c l u d e d  
i n  t h e  s t u d y .  P r i c e - l e v e l  a d j u s t e d  d a t a  f o r  t h e s e  companies  
w e r e  a p p r o x i m a t e d  u s i n g  t h e  model d e v e l o p e d  by Davidson  
and  W e i l  [ 1 9 7 5 1 .  P u b l i s h e d  i n c o m e  s t a t e m e n t s  o f  each 
o f  t h e  s i x t e e n  companies  f o r  t h e  f i v e  y e a r s  i m m e d i a t e l y  
p r e c e d i n g  b a n k r u p t c y  were used  t o  a p p r o x i m a t e  t h e  c o r r e s p ­
on d in g  f i v e  y e a r s  p r i c e - l e v e l  a d j u s t e d  income s t a t e m e n t s .
" F i n a n c i a l l y  s t r o n g e r  t h a n  i s  w a r r a n t e d "  was d e f i n e d  
i n  t h i s  s tu d y  a s  e i t h e r :
1.  t h e  i n c o m e  s t a t e m e n t  shows a p r i c e - l e v e l  
a d j u s t e d  p r o f i t ,
2 .  h i s t o r i c a l  d o l l a r  l o s s e s  a r e  t r a n s f o r m e d  
i n t o  p r i c e - l e v e l  a d j u s t e d  p r o f i t s  f o r  
t h e  same y e a r ,  and
3.  t h e  p r i c e - l e v e l  a d j u s t e d  p r o f i t s  o r  l o s s e s  
a r e  m a t h e m a t i c a l l y  h i g h e r  t h a n  t h e  h i s t o r i c a l  
d o l l a r  p r o f i t s  o r  l o s s e s  f o r  t h e  same 
y e a r .
The a n a l y s i s  o f  t h e  d a t a  i n d i c a t e d  t h a t  p r i c e - l e v e l  a d j u s t e d  
income s t a t e m e n t s  made some companies  l o o k  b e t t e r ,  however ,  
t h e s e  s t a t e m e n t s  d i d  no t  a l l o w  a m a j o r i t y  o f  t h e  s e l e c t e d  
b a n k r u p t  f i r m s  t o  l o o k  s t r o n g e r  t h a n  h i s t o r i c a l  d o l l a r
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r e p o r t s  w a r r a n t e d  f o r  t h e  same y e a r .
Monahan [ 1 9 8 1 ]  i n v e s t i g a t e d  t h e  i n c r e m e n t a l  v a l u e  
o f  c o n s t a n t  d o l l a r  i n f o r m a t i o n  i n  p r e d i c t i n g  bond c r e d i t  
r a t i n g  c h a n g e s .  A sample  o f  150 E l e c t r i c  U t i l i t y  f i r m s  
were  used  i n  t h e  s t u d y .  C o n s t a n t  d o l l a r  a c c o u n t i n g  e s t i m a t e s  
f o r  t h e s e  c o m p a n i e s  over  t h e  p e r i o d  1969-1978 were made 
f o l l o w i n g  t h e  p r o v i s i o n s  o f  SFAS 3 3 .  U s i n g  m u l t i p l e  
d i s c r i m i n a n t  a n a l y s i s  and  h i s t o r i c a l  c o s t  i n f o r m a t i o n  
f i r s t  a model  was  d e v e l o p e d  f o r  p r e d i c t i n g  bond c r e d i t  
r a t i n g  c han ges .
A f t e r  t h e  h i s t o r i c a l  c o s t  d i s c r i m i n a t i n g  model  was 
d e v e l o p e d ,  a d d i t i o n a l  r a t i o s  from t h e  e s t i m a t e d  c o n s t a n t  
d o l l a r  i n f o r m a t i o n  were  computed and added t o  t h e  model 
t o  d e t e r m i n e  w h e t h e r  t h e  m o d e l ' s  p r e d i c t i v e  a b i l i t y  would 
improve .  Th i s  a d d i t i o n  d i d  n o t  improve  t h e  m o d e l ' s  a b i l i t y  
t o  p r e d i c t  t h e  down g r a d i n g  o f  bond c r e d i t  r a t i n g .  Conse­
q u e n t l y ,  i t  was  c o n c l u d e d  t h a t  i f  a p p r o p r i a t e  v a r i a b l e s  
a r e  c o n s i d e r e d  t h e  a d d i t i o n  o f  c o n s t a n t  d o l l a r  i n f o r m a t i o n  
would n o t  improve t h e  d e c i s i o n  making p r o c e s s  o f  i n v e s t o r s  
t o  p r e d i c t  bond r a t i n g  c h an g es .
The only  s tu dy  t h a t  examined t h e  t i m e - s e r i e s  b e h a v i o r  
and p r e d i c t i v e  a b i l i t y  o f  g e n e r a l  p r i c e - l e v e l  (GPL) e a r n i n g s  
and compared them t o  t h o s e  o f  h i s t o r i c a l  c o s t  (HS) e a r n i n g s  
was t h e  one by S h a l c h i  [ 1 9 8 1 ] .  A s a m p l e  of  f i r m s  was 
s e l e c t e d  from t h e  l i s t  of  f i r m s  l i s t e d  i n  t h e  COMPUSTAT 
An n ua l  I n d u s t r i a l  t a p e s .  F i r m s  w e r e  i n c l u d e d  i n  t h e
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s a m p l e  i f  t h e y  ( 1 )  h a d  f i s c a l  y e a r  end o f  December 31 
o v e r  t h e  p e r i o d  un d er  s t u d y ,  (2)  us ed  on ly  one i n v e n t o r y  
v a l u a t i o n  method,  (3)  d i d  n o t  use  s t a n d a r d  c o s t i n g  v a l u a t i o n  
method,  and (4)  were American c omp an ies .  The a p p l i c a t i o n  
o f  t h e s e  c r i t e r i a  r e s u l t e d  i n  a sample  o f  47 f i r m s  from 
32 d i f f e r e n t  i n d u s t r i a l  c l a s s i f i c a t i o n  c o d e s .  He used 
t h e  P a r k e r  m e t h o d  w i t h  a few m o d i f i c a t i o n s  and FASB's 
s t a t e m e n t  33 p r o c e d u r e s  t o  r e s t a t e  HC i n f o r m a t i o n  i n  
t e r m s  o f  GPL. The r e s t a t e m e n t  was  c a r r i e d  o u t  u s i n g  
t h e  Consumer P r i c e  I ndex (CPI)  and 1977 a s  t h e  bas e  y e a r .  
Income b e f o r e  e x t r a o r d i n a r y  i t e m s  was used  a s  t h e  e a r n i n g s  
s e r i e s  and two ( b o t h  w i t h  and w i t h o u t  t h e  mone t ary  g a i n s  
o r  l o s s e s )  GPL i n c o me  w e r e  c o m p u t e d .  The t i m e  p e r i o d  
u n d e r  s t u d y  was 1952-1979,  u s i n g  t h e  f i r s t  26 y e a r s  (up 
t o  1977)  o b s e r v a t i o n s  i n  b u i l d i n g  t h e  m o d e l s  and  t h e  
l a s t  two y e a r s  (1978 and 1979) t o  t e s t  them.
The t h r e e  e a r n i n g s  s e r i e s  w e r e  u s e d  t o  d e t e r m i n e  
t h r e e  B o x - J e n k i n s  (B- J )  t i me  s e r i e s  mode l s  f o r  each f i r m .  
T h e s e  m o d e l s  w e r e  used  t o  g e n e r a t e  t h e  p r e d i c t i o n  e r r o r  
f o r  t h e  y e a r s  1978 and 1979 w h i c h  w e r e  c o n v e r t e d  i n t o  
a b s o l u t e  r e l a t i v e  e r r o r  (ARE) ( u s i n g  a c t u a l  e a r n i n g s  
a s  d e f l a t o r )  a nd  s q u a r e d  r e l a t i v e  e r r o r  (ARE2) .  Two 
o t h e r  p r e d i c t i o n  m o d e l s  ( r a n d o m  w a l k  an d  r andom w a l k  
w i t h  a d r i f t )  were  d e t e r m i n e d  and t h e i r  p r e d i c t i o n  e r r o r s  
were  c a l c u l a t e d  f o r  t h e  y e a r s  1978 and 1979 and c o n v e r t e d  
i n t o  ARE and s q u a r e d  r e l a t i v e  e r r o r .  These p r e d i c t i o n
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e r r o r s  w e r e  a n a l y z e d  u s i n g  a n a l y s i s  o f  v a r i a n c e  (ANOVA) 
t h e  r e s u l t s  o f  which i n d i c a t e d  t h a t  HC p r e d i c t i o n s  have 
l o w e r  f o r e c a s t  e r r o r s  t h a n  t h e  GPL a d j u s t e d  p r e d i c t i o n s  
t h a t  w e r e  s i g n i f i c a n t  f o r  t h e  o n e - y e a r - a h e a d  f o r e c a s t s .  
F u r t h e r m o r e ,  t h e  r e s u l t s  d id  n o t  s u p p o r t  t h e  random walk  
model  t o  be a good r e p r e s e n t a t i v e  of  t h e  u n d e r l y i n g  p r o c e s s  
which g e n e r a t e s  e a r n i n g s  s e r i e s .
SFAS 33 S t u d i e s
B e a v e r  and La nd sm an  [19831 s t u d i e d  t h e  i n f o r m a t i o n  
c o n t e n t  o f  t h e  S t a t e m e n t  33 as  compared t o  t h a t  o f  h i s t o r i c a l  
c o s t  e a r n i n g s .  They t r i e d  t o  d e t e r m i n e  " w h e t h e r  t h e  
S t a t e m e n t  33 e a r n i n g s  can p r o v i d e  i n f o r m a t i o n  i n  a d d i t i o n  
t o  h i s t o r i c a l  c o s t  e a r n i n g s "  i n  e x p l a i n i n g  s t o c k  p r i c e  
c h a n g e s .  The sample  was s e l e c t e d  from t h e  f i r m s  i n c l u d e d  
i n  t h e  S t a t e m e n t  33 D a t a  Bank.  Fi rms  were  i n c l u d e d  i n  
t h e  sample ,  i f :  (1) t hey  had f i s c a l  y e a r - e n d  o f  December
3 1 ;  ( 2 )  t h e y  had  i n f o r m a t i o n  a v a i l a b l e  on t h e  COMPUSTAT
t a p e ;  and (3) t h e y  were  n o n - f i n a n c i a l  f i r m s .  A p p l i c a t i o n  
o f  t h e s e  c o n s t r a i n t s  r e s u l t e d  i n  a sample  of  731 f i r m s .  
The t i m e  p e r i o d  u n d e r  s t u d y  was 1979 t h r o u g h  1981 f o r  
which S t a t e m e n t  33 i n f o r m a t i o n  was a v a i l a b l e .
The s t u d y  c o n c e n t r a t e d  on t h e  a s s o c i a t i o n  between 
a n n u a l  s e c u r i t y  r e t u r n s  and d i f f e r e n t  e a r n i n g s  v a r i a b l e s ,  
d e s c r i p t i o n s  o f  which  a r e  as  f o l l o w :
1. S e c u r i t y  r e t u r n  (RETURN) was d e f i n e d  a s  t h e  
c h a n g e  i n  t h e  common s t o c k  p r i c e  o v e r  a one 
y e a r  p e r i o d  a d j u s t e d  f o r  common s t o c k  d i v i d e n d s
5 4
d i v i d e d  by t h e  common s t o c k  p r i c e  a t  t h e  b e g i n n i n g .
2 .  The h i s t o r i c a l  c o s t  (HC) v a r i a b l e  was d e f i n e d  
as  t h e  p e r c e n t a g e  change i n  e a r n i n g s  ( a v a i l a b l e  
f o r  common s h a r e h o l d e r s )  p e r  s h a r e  b e f o r e  e x t r a ­
o r d i n a r y  i t e m s .
3 .  P e r c e n t a g e  c h a n g e  i n  c a s h  f l o w  p e r  s h a r e  was 
used a s  t h e  cas h  f low (CF) v a r i a b l e .
4 .  One o f  t h e  c u r r e n t  c o s t  (CC) v a r i a b l e s  (PRE) 
was t h e  p e r c e n t a g e  c h a n g e  i n  t h e  income from 
c o n t i n u i n g  o p e r a t i o n s  ( IFCO) p e r  s h a r e  under  
CC.
5.  A n o t h e r  CC v a r i a b l e  (PREP) was t h e  p e r c e n t a g e  
c h a n g e  i n  t h e  t o t a l  o f  t h e  IFCO unde r  CC and 
p u r c h a s i n g  power g a i n  or  l o s s  (PPG) p e r  s h a r e .
6 .  The t h i r d  CC v a r i a b l e  (POST) was IFCO u n d e r  
CC p l u s  h o l d i n g  g a i n s  (HG) s t a t e d  a s  a p e r c e n t a g e  
o f  t h e  s t o c k h o l d e r ’ s e q u i t y  under  CC.
7 .  The f i r s t  c o n s t a n t  d o l l a r  (CD) v a r i a b l e  (CD) 
was t h e  p e r c e n t a g e  change  i n  t h e  IFCO per  s h a r e  
under  CD.
8.  A n o t h e r  one  o f  t h e  CD v a r i a b l e s  (CDP) was t h e  
p e r c e n t a g e  c h a n g e  i n  t h e  t o t a l  o f  t h e  IFCO 
under  CD and PPG per  s h a r e  (CDP).
9.  F i n a l l y ,  t h e  on ly  c u r r e n t  c o s t / c o n s t a n t  d o l l a r  
( CC/ CD)  v a r i a b l e  (POSTP) was POST p l u s  PPG 
minus t h e  p o r t i o n  o f  h o l d i n g  g a i n  due t o  g e n e r a l  
i n c r e a s e  i n  p r i c e s  d i v i d e d  by s t o c k h o l d e r ’ s 
e q u i t y  und er  CC.
The d a t a  were  a n a l y z e d  t h r o u g h  a two v a r i a b l e  t w o - s t a g e  
r e g r e s s i o n  a p p r o a c h  (HC v a r i a b l e  and a n o t h e r  v a r i a b l e )  
an d  M u l t i v a r i a t e  t w o - s t a g e  r e g r e s s i o n  a pp r o a c h  (HC and 
a l l  o t h e r  v a r i a b l e s ) .  The a n a l y s i s  was c a r r i e d  o u t  t w i c e .  
Once t r y i n g  t o  d e t e r m i n e  w h e t h e r  t h e  S t a t e m e n t  33 v a r i a b l e s  
h a v e  a d d i t i o n a l  e x p l a n a t o r y  power  c o n d i t i o n a l  upon t h e  
k n o w l e d g e  o f  t h e  HC v a r i a b l e .  I n  t h e  s e c o n d  a n a l y s i s  
t h e  r e s e a r c h e r s  w e r e  t r y i n g  t o  d e t e r m i n e  w h e t h e r  t h e
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HC v a r i a b l e  p o s s e s s e s  i n c r e m e n t a l  e x p l a n a t o r y  power g i v e n  
t h e  knowledge o f  t h e  S t a t e m e n t  33 v a r i a b l e s .  The r e s u l t s  
i n d i c a t e d  t h a t  e x c e p t  i n  v e r y  few s i t u a t i o n s ,  t h e  HC 
v a r i a b l e  h a s  s u p e r i o r  e x p l a n a t o r y  power o ve r  eve r y  one 
o f  t h e  S t a t e m e n t  33 v a r i a b l e s  and a l l  o f  them combined.  
S e v e r a l  e x t e n s i o n s  o f  t h e  a n a l y s i s  c o n f i r m e d  t h e  p r e v i o u s  
r e s u l t s .
I n  a m a r k e t  s t u d y ,  S o r o o s h  J o o  [ 1 9 8 2 ]  a t t e m p t e d  
t o  examine t h e  e x t e n t  o f  i n f o r m a t i o n a l  v a l u e  o f  t h e  s u p p l ­
ementa ry  d a t a  u nde r  SFAS 33 a s  r e f l e c t e d  i n  t h e  s e c u r i t i e s  
p r i c e  b e h a v i o r .  A s a m p l e  o f  f i r m s  t h a t  w e r e  r e q u i r e d  
t o  compl y  w i t h  t h e  r e q u i r e m e n t s  o f  SFAS 33 was chosen .  
T h i s  s a m p l e  was  d i v i d e d  i n t o  two s u bs a m p l e s  -  subsample  
A w h i c h  i n c l u d e d  t h o s e  f i r m s  w i t h  b o t h  t h e  " c o n s t a n t  
d o l l a r "  and  " c u r r e n t  c o s t "  d i s c l o s u r e s  i n  t h e i r  1979 
a nn ua l  r e p o r t s  and s u b s am p le  B which i n c l u d e d  t h o s e  f i r m s  
w i t h  o n l y  t h e  " c o n s t a n t  d o l l a r "  d i s c l o s u r e s  i n  t h e i r  
1979 a n n u a l  r e p o r t s .  The o r i g i n a l  sample  i n c l u d e d  247 
f i r m s  which  was r e d u c e d  t o  93 a f t e r  a p p l i c a t i o n  o f  seven  
c r i t e r i a  f o r  f i n a l  sample  s e l e c t i o n .  Of t h e  f i n a l  sample ,  
48 w e r e  i n c l u d e d  i n  t h e  s ubsampl e  A and 45 i n  subsample  
B.
U s i n g  t h e  g e n e r a l  m a r k e t  mo de l  and t h e  s e c u r i t y ’ s 
r e t u r n  i n f o r m a t i o n  f o r  e a c h  f i r m  f ro m J a n u a r y  1, 1978 
t o  f i v e  weeks p r i o r  t o  t h e  week o f  t h e  1979 a nnua l  r e p o r t  
r e l e a s e ,  t h e  r e s i d u a l  r e t u r n s  w e r e  c o m p u t e d  f o r  e a c h
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o f  t h e  e l e v e n  weeks ( i n c l u d i n g  t h e  r e l e a s e  week) s u r r o u n d i n g  
t h e  r e l e a s e  w e e k .  "The w e e k l y  r e s i d u a l  o f  e a c h  f i r m  
w e r e  t h e n  s q u a r e d  and d i v i d e d  by t h e  v a r i a n c e  o f  t h e  
r e s i d u a l s  f o r  e a c h  f i r m  d u r i n g  t h e  e s t i m a t i o n  p e r i o d ” 
which was c a l l e d  Ut> Then,  t h e  a v e r a g e  o f  U t ' s  o f  companies  
i n  e a c h  s a m p l e  was  c a l c u l a t e d  f o r  e a c h  o f  t h e  e l e v e n  
w e e k s .  F i n a l l y ,  a z t e s t  was  c o n d u c t e d  t o  d e t e r m i n e  
w h e t h e r  Ut  was  g r e a t e r  t h a n  one ( s u p p l e m e n t a l  d a t a  had 
i n f o r m a t i o n  c o n t e n t ) .
The r e s u l t s  o f  t h e  z t e s t  r e v e a l e d  t h a t  i n  none  
o f  t h e  e l e v e n  w e e k s  was  t h e  v a l u e  o f  Ut  g r e a t e r  t h a n  
o n e .  C o n s e q u e n t l y ,  i t  was  c o n c l u d e d  t h a t  t h e  r e l e a s e  
o f  t h e  a n n u a l  r e p o r t s  i n  g e n e r a l  and t h e  i n c l u s i o n  of  
t h e  s u p p l e m e n t a l  i n f o r m a t i o n  under  SFAS 33 i n  p a r t i c u l a r  
d i d  n o t  p r o v i d e  any new i n f o r m a t i o n  t o  t h e  m a r k e t  p a r t i c i ­
p a n t s .
W e l t o n  [ 1 9 8 2 ]  c o n d u c t e d  a s t u d y  t o  d e t e r m i n e  t h e  
c o m p a r a t i v e  a b i l i t y  o f  h i s t o r i c a l  c o s t  and c u r r e n t  c o s t  
a c c o u n t i n g  i n  p r e d i c t i n g  c a s h  f l o w s  f rom o p e r a t i o n s .  
A s a m p l e  o f  361 f i r m s  was drawn from t h e  p o p u l a t i o n  of  
f i r m s  i n c l u d e d  i n  t h e  FASB s t a t e m e n t  33 Data  Bank.  These 
f i r m s ,  c l a s s i f i e d  i n t o  33 i n d u s t r i e s ,  t h e n  were  a s s i g n e d  
t o  s u b s a m p l e s  (A) o r  ( B ) .  S u b s a m p l e  (A) was u s e d  t o  
e s t i m a t e  mode l  p a r a m e t e r s  f o r  t h r e e  p r e d i c t o r  m o d e l s :  
one  b a s e d  on h i s t o r i c a l  c o s t  income,  a n o t h e r  one based  
on c u r r e n t  c o s t  i n c o m e  f rom c o n t i n u i n g  o p e r a t i o n s  p l u s
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h o l d i n g  g a i n s  o r  l o s s e s  ( t o t a l  r e p l a c e m e n t  c o s t ) ,  and 
a t h i r d  one based  on c u r r e n t  c o s t  income from c o n t i n u i n g  
o p e r a t i o n s  o n l y .  Subsample  B was used  t o  f o r e c a s t  1981 
cas h  f l o w s  from o p e r a t i o n s .  The d a t a  were  o b t a i n e d  from 
t h e  FASB S t a t e m e n t  33 Data  Bank t o  e s t i m a t e  model  p a r a m e t e r s  
i n  which  t h e  cash  f low from o p e r a t i o n s  was t h e  d e p e nd en t  
v a r i a b l e .
Us ing t h e  e s t i m a t e d  mode l s ,  t h e  v e c t o r s  o f  t h e  m o d e l ' s  
mean r e l a t i v e  a b s o l u t e  f o r e c a s t  e r r o r s  were  d e v e l o p e d .  
T h e s e  v e c t o r s  o f  me an s  w e r e  compared u s i n g  a H o t e l l i n g  
T2 s t a t i s t i c .  The r e s u l t s  i n d i c a t e d  t h a t  t h e  model  w i t h  
t o t a l  r e p l a c e m e n t  c o s t  i n c o m e  a s  a p r e d i c t o r  v a r i a b l e  
o u t p e r f o r m e d  bo t h  mode l s  based  on h i s t o r i c a l  c o s t  income 
and c u r r e n t  c o s t  f rom c o n t i n u i n g  o p e r a t i o n s  i n  f o r e c a s t i n g  
1981 c a s h  f l o w s  f rom o p e r a t i o n .  F u r t h e r m o r e ,  t h e  model 
w i t h  t o t a l  r e p l a c e m e n t  c o s t  income as  a p r e d i c t o r  v a r i a b l e  
o u t p e r f o r m e d  t h e  model  w i t h  1980 ca s h  f l o w s  from o p e r a t i o n s  
a s  a p r e d i c t o r  v a r i a b l e .  C o n s e q u e n t l y ,  i t  was co n c l u de d  
t h a t  t h e  r e s u l t s  a p p e a r  t o  s u p p o r t  t h e  FASB's c o n t e n t i o n  
t h a t  c u r r e n t  c o s t  d a t a  u n d e r  SFAS 33 may be a b e t t e r  
a i d  t o  u s e r s  i n  a s s e s s i n g  f u t u r e  ca s h  f l o w s  t h a n  h i s t o r i c a l  
c o s t  d a t a .
I n  a d i f f e r e n t  s t u d y ,  Liu  [1982]  a t t e m p t e d  t o  examine 
t h e  e f f e c t s  o f  d i s c l o s u r e  r e q u i r e m e n t s  o f  t h e  SFAS 33 
on ca s h  f low p r o j e c t i o n s  o f  f i n a n c i a l  a n a l y s t s .  S u b j e c t s  
i n c l u d e d  f i n a n c i a l  a n a l y s t s  i n  t h e  D a l l a s - F o r t  Wor t h
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and H o u s t o n  a r e a s .  They w e r e  randomly a s s i g n e d  t o  one 
c o n t r o l  g r o u p  and  t h r e e  e x p e r i m e n t a l  g r o u p s .  Four s e t s  
o f  f i n a n c i a l  s t a t e m e n t s  f ro m an a c t u a l  f i r m  were  used .
The o n l y  d i f f e r e n c e  was  t h e  l e v e l  o f  d i s c l o s u r e s  from 
SFAS 33- The c o n t r o l  g r oup  r e c e i v e d  f i n a n c i a l  s t a t e m e n t s  
w i t h o u t  d i s c l o s u r e s  w h i l e  t h e  t h r e e  t r e a t m e n t  g r o u p s  
r e c e i v e d  f i n a n c i a l  s t a t e m e n t s  w i t h  t h r e e  d i f f e r e n t  l e v e l s  
o f  d i s c l o s u r e  -  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r ,  c u r r e n t  
c o s t ,  and  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  and  c u r r e n t  
c o s t .
The  e x p e r i m e n t a l  t a s k  was  c a s h  f l o w  p r o j e c t i o n s  
and t h e  d e p e n d e n t  v a r i a b l e ,  wh ic h  measured  t h e  e f f e c t s  
o f  d i f f e r e n t  l e v e l s  o f  d i s c l o s u r e s ,  was t h e  a b s o l u t e  
p e r c e n t a g e  e r r o r  by c o m p a r i n g  t h e  s u b j e c t ' s  p r o j e c t e d  
c a s h  f l o w  and t h e  a c t u a l  c a s h  f l o w .  A n a l y s i s  o f  t h e  
r e s u l t s  i n d i c a t e d  t h a t  d i f f e r e n t  l e v e l s  o f  d i s c l o s u r e s  
h ad  s i g n i f i c a n t  e f f e c t s  on t h e  c a s h  f l o w  p r e d i c t i o n s .  
S u b j e c t s  w i t h  t h e  m o s t  a c c u r a t e  c a s h  f l o w  p r o j e c t i o n s  
were  t h o s e  who r e c e i v e d  t h e  f i n a n c i a l  s t a t e m e n t s  i n c l u d i n g  
h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  and c u r r e n t  c o s t  d i s c l o s u r e s .  
S u b j e c t s  w i t h  no d i s c l o s u r e s  h ad  t h e  l o w e s t  a c c u r a c y  
o f  a l l .  F i n a l l y ,  s u b j e c t s  w i t h  h i s t o r i c a l  c o s t / c o n s t a n t  
d o l l a r  d i s c l o s u r e s  t e n d e d  t o  have  u n d e r s t a t e d  cash  f low 
p r o j  e c t i o n s .
A n o t h e r  f i e l d  e x p e r i m e n t  t h a t  d e a l t  w i t h  t h e  e f f e c t  
o f  s u p p l e m e n t a l  i n f l a t i o n  a c c o u n t i n g  i n f o r m a t i o n  under
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SFAS 33 on t h e  i n v e s t m e n t  d e c i s i o n  p r o c e s s  and i t s  p e r c e i v e d  
u s e f u l n e s s  was t h e  one by S t r y k e r  [ 1 9 8 1 ] .  The e x p e r i m e n t a l  
d e s i g n  was  a r a n d o m i z e d  c o n t r o l  g r o u p  p o s t - t e s t  o n l y  
a n d  s u b j e c t s  w e r e  7 1  ^ C h a r t e r e d  F i n a n c i a l  A n a l y s t s .  
S u b j e c t s  w e r e  d i v i d e d  i n t o  two g r ou p s  (a c o n t r o l  group 
and  a t r e a t m e n t  g r o u p ) .  They r e c e i v e d  t y p i c a l  f i n a n c i a l  
i n f o r m a t i o n  o f  two f i r m s  i n  a n o n - c a p i t a l  i n t e n s i v e  i n d u s t r y .  
I n  a d d i t i o n  t h e  t r e a t m e n t  g r o u p  r e c e i v e d  s u p p l e m e n t a l  
i n f l a t i o n  d i s c l o s u r e s  r e q u i r e d  under  SFAS 33.
S u b j e c t s  w e r e  a s k e d  t o  c h o o s e  t h e  more d e s i r e a b l e  
i n v e s t m e n t  b e t w e e n  t h e  two f i r m s  and  t o  i n d i c a t e  t h e  
u s e f u l n e s s  o f  s u p p l e m e n t a l  i n f l a t i o n  d a t a  f o r  d e c i s i o n - m a ­
k i n g .  S t a t i s t i c a l  a n a l y s e s  used were  Kolmogorov-Smirnov 
and Chi s q u a r e  t e s t s .  A n a l y s i s  o f  t h e  r e s p o n s e s  r e v e a l e d  
no s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e s  b e t w e e n  t h e  
two g r o u p s '  p e r c e p t i o n  o f  t h e  u s e f u l n e s s  o f  s u p p l e m e n t a l  
i n f l a t i o n  i n f o r m a t i o n .  The a n a l y s i s  o f  t h e  r e s p o n s e s  
r e g a r d i n g  t h e  i n v e s t m e n t  c h o i c e  i n d i c a t e d  a s i g n i f i c a n t  
d i f f e r e n c e  b e t w e e n  t h e  r e s p o n s e s  o f  c o n t r o l  g r ou p  and 
t r e a t m e n t  g roup.
Mul ford  [19831 c a r r i e d  o u t  a m a r k e t  s tudy  t o  examine 
t h e  r e l a t i o n s h i p  be tween  an a c c o u n t i n g  e s t i m a t e  o f  s y s t e m a t i c  
r i s k  ( a c c o u n t i n g  b e t a )  and m a r k e t  b e t a ,  where  f o u r  income 
measurement  model s  -  t h e  h i s t o r i c a l  c o s t  (HC),  t h e  g e n e r a l  
p r i c e - l e v e l  a d j u s t e d  h i s t o r i c a l  c o s t  (GPLAHC), t h e  r ep l acement  
c o s t  (RC),  and t h e  g e n e r a l  p r i c e - l e v e l  a d j u s t e d  r e p l a c e m e n t
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c o s t  (GPLARC) -  were  used  t o  d e t e r m i n e  a c c o u n t i n g  b e t a .  
Data were  c o l l e c t e d  from f o u r  p r imar y  s o u r c e s  -  t h e  FASB 
S t a t e m e n t  33 Data  Bank,  t h e  q u a r t e r l y  and a nn ua l  COMPUSTAT 
t a p e s ,  and t h e  CRSP m o n t h l y  r e t u r n  f i l e .  S t a t i s t i c a l  
a n a l y s i s  i n c l u d e d  n o n - p a r a m e t r i c  t e s t s .
The r e s u l t s  o f  t h e  s t a t i s t i c a l  a n a l y s i s  a p p e a r e d  
t o  s u p p o r t  t h e  f o l l o w i n g  c o n c l u s i o n s :
1. T h e r e  e x i s t  s i g n i f i c a n t  d i f f e r e n c e s  among
a c c o u n t i n g  b e t a s  computed u s i n g  t h e  v a r i o u s  
i n c o m e  m o d e l s  t e s t e d .  T h e s e  d i f f e r e n c e s  
e x i s t  p r i m a r i l y  b e t w e e n  t h e  p r i c e - l e v e l  
a d j u s t e d  (GPLAHC and GPLARC) and n o n - p r i c e -  
l e v e l  a d j u s t e d  (HC and RC) model s .
2 .  A c c o u n t i n g  b e t a s  c o m p u t e d  u s i n g  t h e  HC
and RC mode l s  e x h i b i t  s i g n i f i c a n t ,  p o s i t i v e  
c o r r e l a t i o n s  w i t h  m a r k e t  b e t a .  A s l i g h t  
a d v a n t a g e  c a n  be  a t t r i b u t e d  t o  t h e  RC
model ove r  t h e  HC model .
3 .  A c c o u n t i n g  b e t a s  c o m p u t e d  u s i n g  t h e  HC
a n d  RC m o d e l s  t e n d  t o  r a n k  s e c u r i t i e s  
i n  a f a s h i o n  w h i c h  i s  m o re  c o n s i s t e n t  
w i t h  a m a r ke t  b e t a  r a n k i n g  t h a n  t h e  GPLAHC 
and GPLARC mode l s .
O v e r a l l ,  i t  was c o n c l u d e d  t h a t  RC model  cou ld  be a p o t e n t i a l l y
u s e f u l  a l t e r n a t i v e  t o  HC model  bu t  t h a t  p r i c e - l e v e l  a d j u s t e d
d a t a  c o u l d  be c o u n t e r - p r o d u c t i v e .
K i l p a t r i c k  [ 1 9 8 2 ]  c o n d u c t e d  a q u e s t i o n n a i r e  s urvey  
of  managements  o f  f i r m s  r e q u i r e d  t o  comply w i t h  t h e  p r o v i s i o n s  
o f  SFAS 33 t o  d e t e r m i n e  t h e  e x t e n t  t o  which t h e  " C o n s t a n t  
D o l l a r "  a n d / o r  " C u r r e n t  C o s t "  i n f o r m a t i o n  p r e p a r e d  by 
t h e i r  companies  were  used  f o r  d e c i s i o n - m a k i n g .  Q u e s t i o n n a i r e s  
w e r e  m a i l e d  t o  a l l  c o m p a n i e s  i n c l u d e d  i n  t h e  1981 FASB 
S t a t e m e n t  33 Data  Bank (1036 f i r m s  i n  t o t a l )  which r e s u l t e d
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i n  a 6 3 . 2  p e r c e n t  r e s p o n s e  r a t e .  I n  a d d i t i o n ,  t h r e e  
p e r s o n a l  i n t e r v i e w s  wer e  c o n d u c t e d .  Companies were  grouped 
o n c e  a s  f i n a n c i a l  and n o n - f i n a n c i a l  and a n o t h e r  t i m e  
a s  l a b o r  i n t e n s i v e ,  c a p i t a l  i n t e n s i v e  and  " o t h e r ” and 
t h e i r  r e s p o n s e s  wer e  compared.  The Cochran Q t e s t ,  t h e  
F i s h e r  e x a c t  p r o b a b i l i t y  t e s t ,  and t h e  C h i - s q u a r e  t e s t  
were  used t o  a n a l y z e  t h e  r e s p o n s e s .
The  a n a l y s e s  o f  t h e  d a t a  r e v e a l e d  t h e  f o l l o w i n g  
r e s u l t s :
1. 30% o f  t h e  r e s p o n d e n t s  i n d i c a t e d  t h a t  t h e  SFAS 
33 d i s c l o s u r e s  a r e  used f o r  a t  l e a s t  one d e c i s i o n .
2 .  D e s p i t e  t h e  f a c t  t h a t  28?  o f  t h e  r e s p o n d e n t s  
i n d i c a t e d  t h a t  some t y p e  o f  i n f l a t i o n  a d j u s t e d  
d a t a  i s  u s e d  by them f o r  i n t e r n a l  d e c i s i o n s ,  
o n l y  3% r e v e a l e d  t h a t  SFAS 33 d i s c l o s u r e s  a r e  
u s e d  i n s t e a d  o f  t h e  d a t a  u s e d  p r e v i o u s l y .
3 .  C u r r e n t  c o s t  i n f o r m a t i o n  i s  p r e f e r r e d  by non-  
f i n a n c i a l  companies  and c a p i t a l  i n t e n s i v e  companies  
b u t  c o n s t a n t  d o l l a r  d a t a  i s  p r e f e r r e d  by f i n a n c i a l  
c o m p a n i e s  a n d  l a b o r  i n t e n s i v e  c o m p a n i e s .
4 .  F i n a n c i a l  a n a l y s t s  a r e  p e r c e i v e d  by management  
t o  be t h e  e x t e r n a l  u s e r s  who use c o n s t a n t  d o l l a r  
and c u r r e n t  c o s t  i n f o r m a t i o n  more e x t e n s i v e l y  
t h a n  o t h e r  u s e r s .
5 .  Companies  a g r e e  w i t h  t h e  r e q u i r e d  SFAS 33 d i s c l o ­
s u r e s  t o  be c o n t i n u e d .
6.  Companies s t r o n g l y  d i s a g r e e  t h a t  r e q u i r e d  d i s c l o ­
s u r e s  s h o u l d  be a u d i t e d ,  c o m p r e h e n s i v e ,  i n c o r p ­
o r a t e d  i n t o  p r i m a r y  f i n a n c i a l  s t a t e m e n t s ,  and 
w i t h  na r rowed  f l e x i b i l i t y .
E l - M a k s y  [ 1 9 8 3 ]  i n v e s t i g a t e d  t h e  e f f e c t s  o f  SFAS 
33 d a t a  on l e n d i n g  d e c i s i o n s  by t h e  b a n k e r s  t h r o u g h  a 
f i e l d  e x p e r i m e n t .  F i n a n c i a l  s t a t e m e n t  d a t a  and q u e s t i o n n a i r e s  
w e r e  s e n t  t o  1050 l o a n  o f f i c e r s  i n  240 b a n k s  f rom 40
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s t a t e s .  S u b j e c t s  w e r e  a s s i g n e d  t o  seven  g ro ups  one of  
w h i c h  d i d  n o t  r e c e i v e  any o f  t h e  SFAS 33 d a t a  and was 
u s e d  a s  c o n t r o l  g r o u p .  The o t h e r  s i x  g r o u p s  r e c e i v e d  
d i f f e r e n t  t y p e s  an d  c o m b i n a t i o n s  o f  t h e  SFAS 33 d a t a .
The  r e s p o n s e s  w e r e  a n a l y z e d  t h r o u g h  o ne - wa y  and 
two-way a n a l y s i s  o f  v a r i a n c e ,  s t u d e n t  t ,  and t h e  n o n p a r a m e t r i c  
Mann-Whitney U s t a t i s t i c s .  From s i x  d i f f e r e n t  h y p o t h e s e s  
t e s t e d  o n l y  t h e  n u l l  h y p o t h e s i s  o f  no SFAS 33 e f f e c t  
on t h e  t i m e  s p e n t  i n  d a t a  a n a l y s i s  c o u l d  be r e j e c t e d .  
Even though t h e  o t h e r  e f f e c t s  were  n o t  s i g n i f i c a n t ,  SFAS 
33 i n f o r m a t i o n  r e s u l t e d  i n  more  u n f a v o r a b l e  d e c i s i o n s  
i n  a b o u t  94 p e r c e n t  o f  t h e  c a s e s  a s  compared t o  t h o s e  
o f  h i s t o r i c a l  c o s t  d a t a .  F u r t h e r m o r e ,  c a n o n i c a l  c o r r e l a t i o n  
a n a l y s i s  r e v e a l e d  t h a t  i f  t h e  SFAS 33 d a t a  were  n o n - e x i s t e n t  
t h e n  l o a n  o f f i c e r s  r e l i e d  on t h e i r  p e r s o n a l  a t t r i b u t e s  
r a t h e r  t h a n  on h i s t o r i c a l  c o s t  a c c o u n t i n g  i n f o r m a t i o n .
In  a d i f f e r e n t  s t u d y ,  Mous ta fa  [1982]  i n v e s t i g a t e d  
t h e  e f f e c t  o f  c o n s t a n t  d o l l a r  d i s c l o s u r e s  u n d e r  SFAS 
33 on t h e  e q u i t y - m a r k e t  a g e n t ' s  i n v e s t m e n t  d e c i s i o n s .  
The i n f o r m a t i o n  c o n t e n t  of  t h e  c o n s t a n t  d o l l a r  d i s c l o s u r e s  
was assumed t o  be r e p r e s e n t e d  by t h e  f o l l o w i n g  s i g n a l s :
1. P e r c e n t a g e  c h a n g e  i n  p e r - s h a r e  a d j u s t e d
income from c o n t i n u i n g  o p e r a t i o n s ;
2 .  P e r c e n t a g e  change  i n  p e r - s h a r e  p u r c h a s i n g
p o w e r  g a i n s  o r  l o s s e s  on n e t  m o n e t a r y  
i t e m s ;
3.  The  p e r c e n t a g e  c h a n g e s  i n  t h e  c o m b i n e d  
amount  o f  1 and 2;  and
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4.  The d i f f e r e n c e  b e t w e e n  p e r c e n t a g e  change 
i n  p e r - s h a r e  h i s t o r i c a l  a n d  p e r - s h a r e  
a d j u s t e d  income i n c l u d i n g  p u r c h a s i n g  power 
g a i n s  o r  l o s s e s .
The " I s o - b e t a  P o r t f o l i o  A n a l y s i s "  methodo l ogy  u s i n g  
t h e  m a r k e t  model  (MM) and a new model c a l l e d  " t h e  m u l t i - i n d e x  
m o d e l "  (MIM) was u s e d  t o  d e t e r m i n e  t h e  e f f e c t  o f  t h e  
s i g n a l s  on s e c u r i t y  p r i c e s .  The i n d e x i n g  used  w i t h  t h e  
MIM was  d e v e l o p e d  t h r o u g h  c l u s t e r  a n a l y s i s .  S t a t i s t i c a l  
a n a l y s e s  i n c l u d e d  H o t e l l i n g  T2 and u n v a r i a t e  t - t e s t .  
The r e s u l t s  r e v e a l e d  no i n f o r m a t i o n  c o n t e n t  a t t r i b u t a b l e  
t o  any o f  t h e  s i g n a l s .  Howev er ,  a c o m p a r i s o n  o f  t h e  
r e s u l t s  r e g a r d i n g  t h e  MIM and MM i n d i c a t e d  t h a t  MIM was 
s u p e r i o r  and r e s u l t e d  i n  h i g h e r  c o e f f i c i e n t  o f  d e t e r m i n a t i o n  
and s i g n i f i c a n c e  l e v e l .
A n o t h e r  m a r k e t  s t u d y  was c a r r i e d  o u t  by S c h a e f e r  
[ 1 9 8 3 ]  t o  d e t e r m i n e  t h e  i n f o r m a t i o n  c o n t e n t  o f  c u r r e n t  
c o s t  i n c o m e  f ro m c o n t i n u i n g  o p e r a t i o n s  (CCIFCO) u nde r  
SFAS 33 a s  compared t o  t h a t  of  d i v i d e n d s  and h i s t o r i c a l  
c o s t  income.  I n f o r m a t i o n  e f f e c t  was d e t e c t e d  u s i n g  e i t h e r  
a nd  i n c r e m e n t a l  o r  c o m p l e m e n t a r y  r e l a t i o n s h i p  b e t w e e n  
CCIFCO and d i v i d e n d s  i n  a j o i n t  s i g n a l i n g  c o n t e x t .  Based 
on t h e  r anked  v a l u e s  o f  t h e  i n f o r m a t i o n  s i g n a l s  d i f f e r e n t  
p o r t f o l i o s  were  f ormed.  D i f f e r e n c e s  i n  r e t u r n s  o f  t h e s e  
p o r t f o l i o s  a d j u s t e d  f o r  s y s t e m a t i c  r i s k  and h i s t o r i c a l  
c o s t  income were  a n a l y z e d  t o  i n v e s t i g a t e  any s i g n i f i c a n t  
d i f f e r e n c e s .  S t a t i s t i c a l  a n a l y s e s  o f  t h e  a d j u s t e d  p o r t f o l i o  
r e t u r n s  d i d  n o t  r e v e a l  s i g n i f i c a n t l y  h i g h e r  a d j u s t e d
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r e t u r n s  f o r  t h e  p o r t f o l i o s  b a s e d  on CCIFCO s i g n a l s .
C o r n i c k  [1980]  a t t e m p t e d  t o  d e t e r m i n e  t h e  d i f f e r e n c e s  
i n  d i f f e r e n t  a c c o u n t i n g  t r e a t m e n t s  f o r  i n f l a t i o n  -  p r i c e  
l e v e l  a d j u s t e d  and  c u r r e n t  v a l u e  a c c o u n t i n g  -  from t h e  
p o i n t  o f  v i e w  o f  b a n k e r s .  The s t u d y  was c o n du c t e d  i n  
t h r e e  p a r t s  and  a s a m p l e  o f  b a n k e r s  f ro m S o u t h e a s t e r n  
b a n k s  p a r t i c i p a t e d  i n  t h e  s t u d y .  The f i r s t  p a r t  s o u g h t  
t h e  r e a c t i o n  o f  b a n k e r s  t o  d i f f e r e n t  a c c o u n t i n g  t r e a t m e n t s  
f o r  i n f l a t i o n .  In  t h i s  p a r t  o f  t h e  s t u d y ,  p a r t i c i p a n t s  
r e c e i v e d  a s e t  o f  f i n a n c i a l  s t a t e m e n t s  o f  a f i r m  s e e k i n g  
f i n a n c i n g ,  d e s c r i p t i o n  of  t h e  f i r m ,  and a q u e s t i o n n a i r e .  
I n d e p e n d e n t  v a r i a b l e s  were  t h e  a c c o u n t i n g  t r e a t m e n t  f o r  
i n f l a t i o n  and t h e  age of  t h e  f i r m  and d e p e n d e n t  v a r i a b l e  
was t h e  f i n a n c i n g  d e c i s i o n .
The s econd  p a r t  was c a r r i e d  o u t  t h r o u g h  a q u e s t i o n n a i r e  
s u r v e y  of  b a n k e r s  t o  d e t e r m i n e  t h e i r  g e n e r a l  i m p r e s s i o n s  
r e g a r d i n g  t h e  new a c c o u n t i n g  t r e a t m e n t  u n d e r  SFAS 33.  
In  p a r t  t h r e e ,  one or  two b a n k e r s  i n  each bank was i n t e r ­
v i e w e d .  I n  t h e  f i r s t  p a r t ,  s t a t i s t i c a l  a n a l y s i s  o f  t h e  
79 r e s p o n s e s  t h r o u g h  W i l c o x o n  two sample  t e s t  r e v e a l e d  
no s i g n i f i c a n t  d i f f e r e n c e s  i n  t h e  b a n k e r s '  r e a c t i o n  t o  
d i f f e r e n t  f i n a n c i a l  s t a t e m e n t s .  The r e s u l t s  o f  t h e  78 
and  27 r e s p o n s e s  i n  p a r t s  two and t h r e e  r e s p e c t i v e l y ,  
i n d i c a t e d  t h e  b a n k e r s '  l i m i t e d  u n d e r s t a n d i n g  o f  d i f f e r e n t  
a c c o u n t i n g  t r e a t m e n t s  f o r  i n f l a t i o n .  Ho wever ,  i t  was 
f o u n d  t h a t  t h e y  w e r e  r e c e p t i v e  t o  t h e  i n c l u s i o n  o f  t h e
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s u p p l e m e n t a r y  i n f o r m a t i o n  i n  t h e  f i n a n c i a l  r e p o r t s .  
F i n a l l y ,  t h e  s t u d y  c a l l s  upon t h e  a c c o u n t i n g  p r o f e s s i o n  
t o  t r y  t o  e d u c a t e  b a n k e r s  t o  have  a b e t t e r  u n d e r s t a n d i n g  
o f  t h e  new i n f o r m a t i o n  and  t h e n  t r y  t o  d e t e r m i n e  t h e  
e f f e c t  of  t h i s  i n f o r m a t i o n  on economic d e c i s i o n s  by b a n k e r s .
In a f i e l d  e x p e r i m e n t  Hoffman [1983]  t r i e d  t o  d e t e r m i n e  
w h e t h e r  t h e  s u p p l e m e n t a l  c u r r e n t  ( r e p l a c e m e n t )  c o s t  d i s c l o ­
s u r e s  a f f e c t s  i n v e s t o r s ’ d e c i s i o n s  r e g a r d i n g  t h e  company ' s  
s t o c k  p r i c e .  As e x p l a i n e d  by t h e  r e s e a r c h e r :
The  e x p e r i m e n t  d e s i g n  e m p l o y e d  was  a 2 x 4 
f i x e d  e f f e c t s  m o d e l .  D a t a  was  c o l l e c t e d  by 
means o f  a m a i l  survey  of  200  f i n a n c i a l  a n a l y s t s  
who had  p r e v i o u s l y  a g r e e d  t o  p a r t i c i p a t e  i n  
t h e  s t u d y .  On t h e  b a s i s  o f  t h e  e x a m i n a t i o n  
o f  t h e  f i n a n c i a l  p r o f i l e s  o f  two h y p o t h e t i c a l  
f i r m s ,  e a c h  s u b j e c t  was asked  t o  e s t i m a t e  t h e  
m a r k e t  p r i c e  o f  a s h a r e  o f  one f i r m ' s  s t o c k  
a n d  a c o n f i d e n c e  r a n g e  w i t h i n  w h i c h  he  was 
80 p e r c e n t  s u r e  t h e  a c t u a l  ma r ke t  p r i c e  would 
f a l l .  In a d d i t i o n  t o  t h e s e  two measured  d e p e n d e n t  
v a r i a b l e s ,  c o n s e n s u s  among s u b j e c t s  was a s s e s s e d  
by e x a m i n i n g  d i f f e r e n c e s  i n  t h e  v a r i a n c e  from 
one t r e a t m e n t  c e l l  t o  a n o t h e r .  An a n a l y s i s  
o f  c o v a r i a n c e  was co nd uc te d  and,  where  w a r r a n t e d ,  
t h e  Newman-Keuls t e s t  was used t o  make p a i r w i s e  
c o m p a r i s o n s .
The r e s u l t s  o f  t h i s  s t udy  i n d i c a t e d  t h a t ,  whenever  
t h e  s u p p l e m e n t a l  d i s c l o s u r e s  r e v e a l e d  a f i n a n c i a l  c o n d i t i o n  
m a t e r i a l l y  d i f f e r e n t  from t h a t  of  h i s t o r i c a l  c o s t  d a t a ,  
t h e  i n v e s t o r ' s  d e c i s i o n  was a f f e c t e d .  F u r t h e r m o r e ,  m a t e r i a l  
d i s c r e p a n c i e s  b e t w e e n  t h e  r e p l a c e m e n t  c o s t  d i s c l o s u r e s  
and  h i s t o r i c a l  c o s t  d a t a  r e s u l t e d  i n  l o w e r  c o n s e n s u s  
among s u b j e c t s .  However,  t h e r e  was no s i g n i f i c a n t  e f f e c t s  
on t h e  c o n f i d e n c e  v a r i a b l e .
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In  a d i f f e r e n t  s tud y  Vruwink [1983]  t r i e d  t o  d e t e r m i n e  
w h e t h e r  p r i c e - l e v e l  a d j u s t e d  d a t a  r e v e a l e d  i n f o r m a t i o n  
n o t  c o n t a i n e d  i n  h i s t o r i c a l  c o s t  d a t a  o f  e l e c t r i c  u t i l i t y  
c o m p a n i e s .  The v a r i a b l e s  were  t h e  a v e r a g e  y e a r l y  growth 
i n  EPS and a v e r a g e  y e a r l y  m a r k e t  r a t e  o f  r e t u r n .  One 
h i s t o r i c a l  c o s t  e a r n i n g s  v a r i a b l e  and f o u r  p r i c e - l e v e l  
a d j u s t e d  e a r n i n g s  v a r i a b l e s  w e r e  u s e d  i n  t h e  s t u d y .  
These v a r i a b l e s  were  c a l c u l a t e d  o v e r  a 2 0 - y e a r  (1961-1980)  
p e r i o d  f o r  36 c o m p a n i e s  i n c l u d e d  i n  t h e  s a m p l e .  The 
d e g r e e  of  a s s o c i a t i o n  be tween t h e  m a r k e t  r e t u r n  v a r i a b l e  
and e a r n i n g  v a r i a b l e s  was used a s  t h e  meas ure  o f  i n f o r m a t i o n  
c o n t e n t .  The a s s o c i a t i o n  b e t w e e n  t h e s e  v a r i a b l e s  was 
s t u d i e d  f o r  two s u b p e r i o d s  ( 1 9 6 2 - 1 9 7 2  and  1 9 7 3 - 1 9 8 0 ) 
t h r o u g h  S pe a r m a n  r a n k  and p r o d u c t  moment  c o r r e l a t i o n  
a n a l y s e s .
The r e s u l t s  i n d i c a t e d  some a d d i t i o n a l  i n f o r m a t i o n
c o n t e n t  cou ld  be a t t r i b u t e d  t o  p r i c e - l e v e l  a d j u s t e d  d a t a
a s  c o m p a r e d  t o  h i s t o r i c a l  c o s t  d a t a .  T h e s e  e v i d e n c e
i n d i c a t e d  t h a t  i n v e s t o r s :
( 1 ) made one  p r i c e - l e v e l  a d j u s t m e n t  s i m i l a r  
t o  c o n s t a n t  d o l l a r  d e p r e c i a t i o n  e x p en s e  d u r i n g  
t h e  f i r s t  s u b - p e r i o d  ( 1962- 1 9 7 2 ) and two p r i c e - l e v e l  
a d j u s t m e n t  s i m i l a r  t o  c o n s t a n t  d o l l a r  d e p r e c i a t i o n  
e x p e n s e  and  t h e  r e d u c t i o n  t o  n e t  r e c o v e r a b l e  
c o s t  o f  p l a n t  a s s e t s  d u r i n g  t h e  second s u b - p e r i o d  
( 1 9 7 3 - 1 9 8 0 ) o f  t h e  s t u d y ;  ( 2 ) a p p e a r  t o  have 
n o t  i n c l u d e d  p u r c h a s i n g  power g a i n s  o r  l o s s e s  
f rom n e t  m o n e t a r y  i t e m s  ( a s  d e f i n e d  by SFAS 
No.  3 3 )  w i t h  e a r n i n g s  f r o m  o p e r a t i o n s ;  and
( 3 ) h e a v i l y  d i s c o u n t e d  a l l o w a n c e  f o r  f u n d s  
u s e d  d u r i n g  c o n s t r u c t i o n  (AFUDC) " e a r n i n g s "  
d u r i n g  b o t h  s u b - p e r i o d s  o f  t h e  s t u d y .
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F i n a l l y ,  Ahmed [19831  i n v e s t i g a t e d  t h e  i n f o r m a t i o n  
c o n t e n t  o f  g e n e r a l  p r i c e - l e v e l  a d j u s t e d  and c u r r e n t  c o s t  
i n f o r m a t i o n  unde r  SFAS 33 a s  compared t o  t h o s e  o f  h i s t o r i c a l  
c o s t  d a t a  i n  e x p l a i n i n g  t h e  v a r i a t i o n  i n  t h e  s e c u r i t y ' s  
m a r k e t  r i s k .  Th i s  s t ud y  was c a r r i e d  o u t  u s i n g  a sample  
o f  71 l a r g e  m a c h i n e r y  companies  o v e r  a f i v e - y e a r  p e r i o d  
( 1 9 7 6 - 1 9 8 0 ) .  P r o p o r t i o n a l  s e c u r i t y  r e t u r n  d a t a  was used  
t o  e s t i m a t e  m a r k e t  r i s k  and  t h e n  a c c o u n t i n g  v a r i a b l e s  
f rom e a c h  s e t  o f  d a t a  ( h i s t o r i c a l  c o s t ,  g e n e r a l  p r i c e -  
l e v e l  a d j u s t e d ,  and  c u r r e n t  c o s t )  a r e  u s e d  t o  d e v e l o p  
r i s k  e x p l a n a t o r y  model s  by r e g r e s s i n g  e s t i m a t e s  o f  m ar k e t  
r i s k s  on a c c o u n t i n g  v a r i a b l e s  f o r  e a c h  s e t  o f  d a t a .
The r e s u l t s  o f  t h i s  s t u d y  i n d i c a t e d  t h a t  g e n e r a l  
p r i c e l e v e l  a d j u s t e d  d a t a  h a v e  more  e x p l a n a t o r y  power  
( i n f o r m a t i o n  c o n t e n t )  t h a n  h i s t o r i c a l  c o s t  d a t a .  However,  
t h e  i n f o r m a t i o n  c o n t e n t  o f  g e n e r a l  p r i c e - l e v e l  a d j u s t e d  
d a t a  was  n o t  i m p r o v e d  by t h e  i n c l u s i o n  o f  p u r c h a s i n g  
power g a i n s  or  l o s s e s  i n  t h e  c o m p u t a t i o n  o f  r e l a t e d  v a r i ­
a b l e s .  F u r t h e r m o r e ,  t h e  r e s u l t s  i n d i c a t e d  t h a t  c u r r e n t  
c o s t  d a t a  h a v e  mo re  i n f o r m a t i o n  c o n t e n t  t h a n  h i s t o r i c a l  
c o s t  d a t a  bu t  l e s s  t h a n  p r i c e - l e v e l  a d j u s t e d  d a t a .
Summary
A summary o f  t h e  t y p e s  and  r e s u l t s  o f  t h e  s t u d i e s  
r e v i e w e d  i n  t h i s  C h a p t e r  i s  p r e s e n t e d  i n  T a b l e  2 . 1 .  
As t h i s  T a b l e  shows  t h e  r e s u l t s  o f  t h e  m a j o r i t y  o f  t h e  
r e p l a c e m e n t  c o s t  s t u d i e s  d i d  n o t  s u p p o r t  t h e  d i s c l o s u r e
TABLE 2.1
Summary of  t h e  S t u d i e s '  R e s u l t s
D e s c r i p t i o n
Number 
of  S t u d i e s
SuDDort f o r  
# Yes
New D i s c l o s u r e s  
# Min # No
Replacement  Cost  S t u d i e s :
Market  S t u d i e s 14 4 1 9
E xpe r i men t s 3 1 1 1
O th e r s 3 1 1 1
T o t a l 20 6 3 11
C on s t a n t  D o l l a r  S t u d i e s :
Market  S t u d i e s 2 1 1
Bankruptcy  P r e d i c t i o n 2 1 1
Bond R a t i n g 2 1 1
Time S e r i e s  P r o p e r t y 1 1
O t h e r s 2 2
T o t a l 9 S 4
SFAS 33 S t u d i e s :
Market  S t u d i e s 7 3 4
Exp er imen t s 5 4 1
Cash Flow P r e d i c t i o n 1 1
O th e r s 1 1
T o t a l 14 9 1 4
Grand T o t a l 43 20 4 10
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o f  t h e  i n f o r m a t i o n .  C o n v e r s e l y ,  t h e  o v e r a l l  r e s u l t s  
o f  t h e  p r i c e  l e v e l  a d j u s t e d  s t u d i e s  ( t h o s e  s t u d i e s  t h a t  
u s e d  some e s t i m a t i o n  t e c h n i q u e  t o  a p p r o x i m a t e  t h e  p r i c e  
l e v e l  a d j u s t e d  d a t a )  and SFAS 33 s t u d i e s  t e n d  t o  s u p p o r t  
t h e  d i s c l o s u r e  of  t h e  d a t a .
However,  t h e  r e s u l t s  o f  t h e  m a j o r i t y  o f  m a r k e t  s t u d i e s  
t h a t  a n a l y z e d  t h e  d a t a  a v a i l a b l e  p e r  SFAS 33,  d i d  n o t  
s u p p o r t  t h e  d i s c l o s u r e  o f  t h e s e  d a t a .  N e v e r t h e l e s s ,  
o u t  o f  f o u r  m a r k e t  s t u d i e s  ( f rom a t o t a l  o f  f i v e )  t h a t  
d i d  n o t  s u p p o r t  t h e  d i s c l o s u r e  o f  SFAS 33 d a t a ,  two had 
m e t h o d o l o g i c a l  p ro b le ms  which were  d i s c u s s e d  i n  t h e  C hap te r  
One. One d e a l t  on l y  w i t h  h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  
i n f o r m a t i o n  and  t h e  f o u r t h  one d e a l t  on l y  w i t h  c u r r e n t  
c o s t  i n f o r m a t i o n .
The above d i s c u s s i o n  i n d i c a t e s  t h a t  b e c a u s e  o f  methodo­
l o g i c a l  p r o b l e m s  a n d / o r  l i m i t e d  u s e  o f  a v a i l a b l e  d a t a  
pe r  SFAS 33 t h e  r e s u l t s  of  m a r ke t  s t u d i e s  t h a t  used SFAS 
33 d a t a  a r e  s t i l l  i n c o n c l u s i v e .  I n  t h e  n e x t  C h a p t e r  
a d i f f e r e n t  methodology  t h a n  t h o s e  used  b e f o r e  i s  p r e s e n t e d  
which s h ou ld  a s s i s t  i n  r e s o l v i n g  some of  t h e  i n c o n c l u s i v e n e s s  
o f  t h e  p r i o r  r e s u l t s .
CHAPTER 3 
RESEARCH METHODOLOGY
T h i s  s tu dy  i n v e s t i g a t e d  t h e  e x t e n t  t o  which  d i f f e r e n t  
s e t s  o f  i n f o r m a t i o n  ( 1 ) h i s t o r i c a l  c o s t / c o n s t a n t  d o l l a r  
(HC/CD), (2)  c u r r e n t  c o s t  (CC),  and (3)  c u r r e n t  c o s t / c o n s t a n t  
d o l l a r  (CC/CD) p e r  SFAS 33 a r e  u s e f u l  t o  i n v e s t o r s '  d e c i s i o n  
m a k i n g  p r o c e s s  a s  c o m p a r e d  t o  t h a t  o f  ( 4 )  h i s t o r i c a l  
c o s t  (HC) i n f o r m a t i o n .  The d e c i s i o n  u s e f u l n e s s  c r i t e r i o n  
i s  d e f i n e d ,  in  t h i s  s t u d y ,  t o  be t h e  p r e d i c t i v e  a b i l i t y  
o f  t h e  d a t a  s e t  r e l a t i v e  t o  s t o c k  p r i c e  c h a n g e s .  Th i s  
s t u d y  c o mp a r e d  t h e  a b i l i t y  o f  c h a n g e s  i n  e a r n i n g s  per  
s h a r e  (EPS) and t h e  components  o f  t h e  above f o u r  a c c o u n t i n g  
m o d e l s  t o  p r e d i c t  t h e  c h a n g e s  i n  s t o c k  p r i c e s  o v e r  an 
e l e v e n  week p e r i o d  s u r r o u n d i n g  t h e  i s s u a n c e  d a t e s  o f  
t h e  f i r m s '  1980  and 1981 r e p o r t s  ( s e e  e x p l a n a t i o n  under  
t h e  h e a d i n g  "Time P e r i o d " ) .
Acc or d in g  t o  Bea ve r  and Landsman [ 1983 ,  ch.  1,  p. 3] 
r e a s o n s  f o r  t h e  a p p r o p r i a t e n e s s  o f  p r i c e - e a r n i n g s  app r oach  
a r e :
F i r s t ,  s t o c k  p r i c e s  a r e  commonly v i e w e d  by 
t h e  i n v e s t m e n t  community and academic  r e s e a r c h e r s  
a s  b e i n g  d e t e r m i n e d  by u s e r s '  p e r c e p t i o n s  of  
t h e  m a g n i t u d e ,  t i m i n g ,  and u n c e r t a i n t y  of  f u t u r e  
cash  f l o w s .  Second,  b e c a u s e  s t o c k  p r i c e s  r e f l e c t  
u s e r s '  b e l i e f s  a b o u t  p r o s p e c t i v e  c a s h  f l o w s ,  
t h e  r e l a t i o n s h i p  be tween s t o c k  p r i c e s  and e a r n i n g s  
c a n  be i n v e s t i g a t e d  now w i t h o u t  w a i t i n g  f o r
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t h e  p a s s a g e  o f  t i m e .  T h i r d ,  b e c a u s e  s t o c k  
p r i c e s  a r e  c o n c e p t u a l l y  l i n k e d  t o  p r o s p e c t i v e  
c a s h  f l o w s ,  t h e  d i f f i c u l t y  o f  d i s e n t a n g l i n g  
a c t u a l  c a s h  f l o w s  f rom e x p e c t e d  c a s h  f l o w s  
does  n o t  e x i s t .  F o u r t h ,  t h e  s t o c k  p r i c e - e a r n i n g s  
r e l a t i o n s h i p  h a s  been t h e  s u b j e c t  of  many e m p i r i c a l  
s t u d i e s  o v e r  s e v e r a l  y e a r s .  D i f f i c u l t i e s  in  
c o n d u c t i n g  such s t u d i e s  and methods  f o r  i s o l a t i n g  
e x t r a n e o u s  f a c t o r s  a r e  w e l l  known. W e l l - d e v e l o p e d  
r e s e a r c h  d e s i g n s  a r e  r e a d i l y  a v a i l a b l e .  As 
a r e s u l t ,  t h e  a b i l i t y  o f  e a r n i n g s  t o  e x p l a i n  
s t o c k  p r i c e  i s  an o bv i o u s  c a n d i d a t e  f o r  s t u d y .
As su mi n g  m a r k e t  e f f i c i e n c y  i n  a s e m i - s t r o n g  form,
i t  i s  e x p e c t e d  t h a t  a l l  p u b l i c l y  a v a i l a b l e  i n f o r m a t i o n
w o u l d  be r e f l e c t e d  i n  t h e  s t o c k  p r i c e s  i n  an u n b i a s e d
m a n n e r .  F u r t h e r m o r e ,  any r e l e v a n t  i n f o r m a t i o n  wo ul d
c a u s e  a c h a n g e  in  s t o c k  p r i c e s .  C o n s e q u e n t l y ,  t h a t  s e t
o f  i n f o r m a t i o n  w h i c h  p r e d i c t s  c h a n g e s  i n  s t o c k  p r i c e s
w i t h  l o w e r  e r r o r  w o u l d  be more  r e l e v a n t  and u s e f u l  t o
t h e  i n v e s t o r s .  As a r e s u l t ,  t h i s  s t ud y  i s  d e s i g n e d  t o
answer  t h e  f o l l o w i n g  q u e s t i o n :
I s  any s u b s e t  o f  i n f o r m a t i o n  under  SFAS 33 -  HC/CD, 
CC, o r  CC/CD -  a b e t t e r  p r e d i c t o r  o f  s t o c k  p r i c e  
ch anges  t h a n  HC?
D a t a  a n a l y s i s  m i g h t  r e v e a l  e i t h e r  s i g n i f i c a n t  or  
no s i g n i f i c a n t  d i f f e r e n c e s  b e t w e e n  t h e  a f o r e m e n t i o n e d  
f o u r  s e t s  o f  i n f o r m a t i o n .  A s i g n i f i c a n t  d i f f e r e n c e  be tween 
t h e s e  f o u r  s e t s  o f  i n f o r m a t i o n  m i g h t  e x i s t  b ec a u s e  one 
or  more s u b s e t s  o f  i n f o r m a t i o n  u nde r  SFAS 33 has  s i g n i f i c a n t l y  
l o w e r  p r e d i c t i o n  e r r o r  t h a n  HC. I f  t h i s  i s  t h e  c a s e ,  
i t  w o u l d  be a p p r o p r i a t e  t o  d e t e r m i n e  w h i c h  s u b s e t ( s )  
ha s  a s i g n i f i c a n t l y  l ower  p r e d i c t i o n  e r r o r  t h a n  t h e  o t h e r
o ne s .
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On t h e  o t h e r  h a n d  a s i g n i f i c a n t  d i f f e r e n c e  be tween 
t h e  f o u r  s e t s  o f  i n f o r m a t i o n  m i g h t  e x i s t  b e c a u s e  t h e  
s u b s e t s  of  i n f o r m a t i o n  have  s i g n i f i c a n t l y  h i g h e r  p r e d i c t i o n  
e r r o r s  t h a n  HC. In t h i s  c a s e  s t i l l  i t  would be a p p r o p r i a t e  
t o  d e t e r m i n e  w h i c h  s u b s e t ( s )  h a s  a s i g n i f i c a n t l y  lower  
p r e d i c t i o n  e r r o r  t h a n  t h e  o t h e r  o ne s .  The SEC h as  been 
a s t r o n g  s u p p o r t e r  of  p r e s e n t i n g  some t y p e  of  i n f l a t i o n  
a d j u s t e d  d a t a  i n  t h e  f i n a n c i a l  r e p o r t s ;  c o n s e q u e n t l y ,  
i t  i s  l i k e l y  t h a t  t h e  FASB w i l l  r e q u i r e  one form even 
i f ,  none of  t h e  a l t e r n a t i v e s  p r o v i d e  s u p e r i o r  i n f o r m a t i o n  
c o m p a r e d  t o  t h e  HC. I f  no s i g n i f i c a n t  d i f f e r e n c e  i s  
f o u n d ,  any s u b s e t  w o u l d  be a p p r o p r i a t e  f o r  d i s c l o s u r e  
and on l y  c o s t  o f  d i s c l o s u r e  s h o u l d  be c o n s i d e r e d .
S t e p s  o f  t h e  Study
T he  r e s e a r c h  m e t h o d o l o g y  i n v o l v e d  t h e  f o l l o w i n g  
s t e p s :
1 . S e l e c t i n g  t h e  t ime  p e r i o d s .
2 .  Sample s e l e c t i o n  p r o c e d u r e s .
3 .  V a r i a b l e s  s e l e c t i o n  and t h e i r  c o m p u t a t i o n .
4 .  Data  l a y o u t  and p r e d i c t i v e  model  e s t i m a t i o n .
5 .  Comput a t ion  o f  t h e  e r r o r  t e r m s .
6 . A n a l y s i s  o f  t h e  e r r o r  t e r m s .
Time P e r i o d s
The s tudy  was c a r r i e d  o u t  by u s i n g  t h e  d a t a  a v a i l a b l e  
f o r  t h e  y e a r s  19 7 9 ,  1980 and  1 9 8 1 .  The t e s t  p e r i o d s
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w e r e  t h e  e l e v e n  w ee ks  s u r r o u n d i n g  t h e  i s s u a n c e  d a t e s  
o f  t h e  f i r m s '  a nnua l  r e p o r t s  t o  t h e  p u b l i c  f o r  1980 and 
1 9 8 1 .  The r e l e a s e  d a t e  f o r  each  f i r m  was a pp r o x i m a t e d  
by u s i n g  t h e  d a t e  on w h i c h  t h e  e a r n i n g s  a n n o u n c e m e n t  
a p p e a r e d  i n  t h e  p u b l i c  m e d i a  s u c h  a s  t h e  W a l l  S t r e e t  
J o u r n a l .  Each t e s t  p e r i o d  i n c l u d e d  t h e  e v e n t  week d u r i n g  
w h i c h  t h e  a n n u a l  r e p o r t s  a r e  r e l e a s e d  t o  t h e  p u b l i c ,  
f i v e  w ee ks  p r i o r ,  and f i v e  weeks a f t e r  t h e  e v e n t  week.  
T h i s  e l e v e n  weeks t e s t  p e r i o d  i s  chosen  t o  a l l ow a t ime  
s p a n  l a r g e  enough t o  c ove r  any " l e a k a g e "  of  i n f o r m a t i o n
b e f o r e  t h e  r e l e a s e  of  t h e  an nua l  r e p o r t s  and t o  p r o v i d e
s u f f i c i e n t  t i m e  a f t e r w a r d  f o r  t h e  m a r k e t  t o  r e sp on d  t o  
t h e  d a t a .
The  t e s t  p e r i o d  i n  p r e v i o u s  s t u d i e s  r a n g e d  f rom 
e l e v e n  weeks [ S o r r o s h  Joo ,  1982] t o  10 months  [ L u s t g a r t e n ,  
1 9 8 2 ] .  On t h e  o t h e r  hand,  s t u d i e s  by Beaver  [1968]  and
May [ 1 9 7 1 ]  i n d i c a t e d  t h a t  p r i c e s  r e sp o n d  q u i c k l y  t o  t h e
r e l e a s e  of  annua l  and q u a r t e r l y  e a r n i n g s .  C o n s e q u e n t l y ,  
i n  t h i s  s t u d y ,  i t  i s  a s s u m e d  t h a t  a p e r i o d  o f  e l e v e n  
w e e k s  s u r r o u n d i n g  t h e  r e l e a s e  of  t h e  a nnu a l  r e p o r t s  t o  
t h e  p u b l i c  woul d  p r o v i d e  s u f f i c i e n t  t ime  f o r  t h e  ma r ke t  
and i t s  p a r t i c i p a n t s  t o  d i g e s t  t h e  d a t a  and r e s p o n d  a p p r o ­
p r i a t e l y .
T h i s  e l e v e n  week t e s t  p e r i o d  i s  d i f f e r e n t  from t h a t  
u s e d  by B e a v e r  and La ndsman  [ 1 9 8 3 ]  i n  w h i c h  t h e  t e s t  
p e r i o d  was  t h e  c o m p a n i e s '  f i s c a l  y e a r  ( e x t e n d i n g  from
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J a n u a r y  1 t o  December 31 of  each y e a r ) .  The c o m p a n i e s ’ 
f i s c a l  y e a r  was  n o t  c h o s e n  a s  t h e  t e s t  p e r i o d  b ec a u s e  
t h e  d a t a  o v e r  t h i s  p e r i o d  w o u l d  be b i a s e d  i n  f a v o r  o f  
h i s t o r i c a l  c o s t  i n f o r m a t i o n  and a g a i n s t  SFAS 33 d a t a .  
Th i s  b i a s  e x i s t s  b ec au s e  u s u a l l y  by December 31,  a t  l e a s t  
t h r e e  q u a r t e r s  o f  h i s t o r i c a l  c o s t  i n f o r m a t i o n  have  been 
r e p o r t e d  and t h e r e  m i g h t  be some o t h e r  news r e l e a s e s  
by t h e  f i r m s  r e g a r d i n g  t h e i r  e x p e c t e d  a n n u a l  r e s u l t s .  
On t h e  o t h e r  hand,  SFAS 33 i n f o r m a t i o n  would n o t  be known 
u n t i l  a f t e r  t h e  i s s u a n c e  of  a nn ua l  r e p o r t s  which  a lways  
t a k e s  p l a c e  a t  l e a s t  a month or  so a f t e r  t h e  f i s c a l  y e a r - e n d .  
C o n s e q u e n t l y ,  t h e  p r e s e n t  s t udy  i s  c a r r i e d  o u t  over  t h e  
t i m e  p e r i o d  s u r r o u n d i n g  t h e  d a t e  o f  t h e  a nn ua l  r e p o r t .
Sample S e l e c t i o n  P r o c e d u r e s
The s a m p l e  was  c h o s e n  f rom t h e  p o p u l a t i o n  o f  t h e  
companies  i n  t h e  n o n f i n a n c i a l  f i l e  of  t h e  FASB S t a t e m e n t  
33 Data Bank.  The companies  were  i n c l u d e d  i n  t h e  sample 
i f  they met a l l  o f  t h e  f o l l o w i n g  c r i t e r i a :
1.  The company had  a December  f i s c a l  y e a r  e n d .
2 .  The company d i s c l o s e d  a c omp le t e  s e t  o f  s u p p l e ­
m e n t a r y  i n f o r m a t i o n  -  b o t h  c o n s t a n t  d o l l a r  
and  c u r r e n t  c o s t  i n f o r m a t i o n  -  u nde r  SFAS 33.
3.  The company had  a n n u a l  e a r n i n g s  announcements  
i n  t h e  Wal l  S t r e e t  J o u r n a l .
4 .  Company h a s  d a t a  a v a i l a b l e  i n  t h e  COMPUSTAT 
and S t a n d a r d  and P o o r ' s  D a i l y  S t o c k  R e p o r t s .
The Beaver  and Landsman [1983]  s t u d y  used t h e  comp an i es '
f i s c a l  y e a r  a s  t h e  t e s t  p e r i o d  and  t h e  r e t u r n  f o r  t h e
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t w e l v e  month p e r i o d  a s  t h e  d e p e n d e n t  v a r i a b l e .  C o n s e q u e n t l y ,  
t h e i r  sample  s e l e c t i o n  c r i t e r i a  d i d  n o t  i n c l u d e  a v a i l a b i l i t y  
o f  t h e  c o m p a n i e s ’ a n n u a l  e a r n i n g s  announcement s  i n  t h e  
Wal l  S t r e e t  J o u r n a l  and a v a i l a b i l i t y  o f  d a t a  i n  t h e  S t a n d a r d  
and P o o r ’ s Da i l y  S t o c k  R e p o r t s .
The sample  i s  g r ouped  i n t o  d i f f e r e n t  i n d u s t r y  c l a s s i f i ­
c a t i o n s  based  on t h e  f i r s t  two d i g i t s  o f  t h e i r  f o u r  d i g i t  
SIC c o d e .  I n d u s t r i e s  t h a t  do n o t  c o n t a i n  a s u f f i c i e n t  
number  o f  c o m p a n i e s  ( a t  l e a s t  3 0 ) h a v e  b e e n  d e l e t e d .  
F u r t h e r m o r e ,  s i m i l a r  i n d u s t r i e s  such as  Mining,  Oi l  and 
Gas o r  T r a n s p o r t a t i o n  and T r a n s p o r t a t i o n  Equipment  a r e  
c l a s s i f i e d  i n t o  a s i n g l e  group .  Each group i s  randomly 
a s s i g n e d  t o  two s u b s a m p l e s .  S u b s a m p l e  ( 1 )  i s  used t o  
e s t i m a t e  t h e  p r e d i c t i v e  model s  and s ubsampl e  ( 2 ) i s  used 
a s  a h o l d - o u t  s ampl e  t o  c a l c u l a t e  t h e  p r e d i c t i o n  e r r o r s  
and t e s t  t h e  p r e d i c t i v e  a b i l i t y  of  each model .  The a p p l i ­
c a t i o n  o f  t h e s e  p r o c e d u r e s  r e s u l t e d  i n  a d a t a  b r eak-down 
a s  p r e s e n t e d  i n  F i g u r e  3 - 1 .
V a r i a b l e s  and T h e i r  Comput a t ion
The  o n l y  d e p e n d e n t  v a r i a b l e  o f  t h e  s t u d y  (Y) i s  
t h e  c u m u l a t i v e  w e e k l y  r e t u r n  o f  each s e c u r i t y  ov er  t h e  
e l e v e n  week t e s t  p e r i o d  a d j u s t e d  f o r  any d i v i d e n d s  a n d / o r  
s t o c k  s p l i t s  o v e r  t h i s  p e r i o d .  Y i s  c a l c u l a t e d  a s  f o l l o w s :
[(pt)(Ft) - Pt-11 + Dt+5




d a t a
CC
d a t a
CC
d a t a
CC
d a t a
HC
d a t a
HC
d a t a
HC
d a t a
CC/CD
d a t a
CC/CD
d a t a
HC/CD
d a t a
HC/CD
d a t a
HC/CD
d a t a
I n d u s t r y I n d u s t r y I n d u s t r y
See t h e  
Note Below
Companies i n  
Subsample (1
Companies in  
Subsample (2)
N o n f i n a n c i a l  Companies 
t h a t  met  t h e  s e l e c t i o n  c r i t e r i a
Note:  The d a t a  b r e a k  down f o r  subsamples  (2)  i s  e x a c t l y  t h e  same
as  t h o s e  of  sub sampl es  (1) p r e s e n t e d  i n  t h i s  F i g u r e .
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w h e r e :
Y = c u m u l a t i v e  w e e k l y  r e t u r n  o v e r  t h e  e l e v e n  week 
t e s t  p e r i o d  a d j u s t e d  f o r  d i v i d e n d s  and s t o c k  
s p l i t ,
P = s e c u r i t y  p r i c e  a t  t h e  s t a r t  o f  each week ( e n d i n g
p r i c e  o f  t h e  p r e v i o u s  week ) ,
F = t h e  a d j u s t m e n t  f a c t o r  f o r  s t o c k  d i v i d e n d s  and
, s t o c k  s p l i t s ,
D = t h e  cash  d i v i d e n d s ,  and
t  = t h e  number o f  t h e  week s u r r o u n d i n g  t h e  r e l e a s e
week o f  t h e  a nn ua l  r e p o r t s .
No a t t e m p t  i s  made t o  use  t h e  c u m u l a t i v e  r e s i d u a l  r e t u r n
as  t h e  d ep en den t  v a r i a b l e  by r e g r e s s i n g  o u t  of  t h e  weekly
r e t u r n s ,  t h e  m a r k e t - w i d e  e f f e c t s .  B e c a u s e ,  a s  i t  was
d i s c u s s e d  e a r l i e r ,  i n f l a t i o n  c o n s t i t u t e s  one of  t h e  major
e v e n t s  t h a t  h a s  e c o n o m y - w i d e  ( m a r k e t - w i d e )  e f f e c t s .
The i n d e p e n d e n t  v a r i a b l e s  a r e  t h e  p e r c e n t a g e  change 
in  p r imar y  e a r n i n g s  p e r  s h a r e  and i t s  components  ( p u r c h a s i n g  
power  g a i n  o r  l o s s  and  h o l d i n g  g a i n  o r  l o s s )  from one 
y e a r  t o  t h e  n e x t .  T h e s e  v a r i a b l e s  a r e  chosen  b e c a u s e ,  
b as e d  upon t h e  a v a i l a b i l i t y  of  d a t a  un de r  each a p p r o a c h ,  
t h e y  may be u s e d  a s  m e a s u r e s  o f  company ' s  p r o f i t a b i l i t y  
and management  p e r f o r m a n c e .  S ince  SFAS 33 d a t a  a r e  a v a i l a b l e  
f o r  y e a r s  1979 t h r o u g h  1 9 8 1 , v a r i a b l e s  a r e  computed f o r  
two t i m e  p e r i o d s  (1979-1980 and 1 9 8 0 - 19 8 1) .  The h i s t o r i c a l  
c o s t  e a r n i n g s  v a r i a b l e  (X-j) i s t h e  p e r c e n t a g e  c h a n g e  
i n  p r imar y  e a r n i n g s  pe r  s h a r e  b e f o r e  e x t r a o r d i n a r y  i t e m s .  
As i n  t h e  B e a v e r  and  La ndsman  [ 19831  s t u d y ,  t h i s  was  
t h e  on ly  i n d e p e n d e n t  v a r i a b l e  used  t o  s u r r o g a t e  HC d a t a .
7 8
Two i n d e p e n d e n t  v a r i a b l e s  (X2 and X3 ) a r e  a l s o  used 
a s  t h e  s u r r o g a t e  o f  HC/CD d a t a .  T h e s e  v a r i a b l e s  a r e  
t h e  p e r c e n t a g e  change  i n  income from c o n t i n u i n g  o p e r a t i o n s  
p e r  s h a r e  under  c o n s t a n t  d o l l a r  (X2 ) and p e r c e n t a g e  change 
i n  p u r c h a s i n g  power  g a i n  o r  l o s s  p e r  s h a r e  ( X g ) .  X2 
i s  used  a s  a meas ure  of  company ' s  p r o f i t a b i l i t y  and manage­
m e n t ' s  o p e r a t i n g  d e c i s i o n s  and X g  i s  used a s  a measure  
o f  m a n a ge me n t  f i n a n c i n g  d e c i s i o n s  w h i c h  a r e  a v a i l a b l e  
u n de r  HC/CD a p p r o a c h .
The C C  d a t a  i s  s u r r o g a t e d  by two i n d e p e n d e n t  v a r i a b l e s .  
The f i r s t  one i s  t h e  p e r c e n t a g e  c h a n g e  i n  income from 
c o n t i n u i n g  o p e r a t i o n s  p e r  s h a r e  u nd er  c u r r e n t  c o s t  (X^) 
and  t h e  p e r c e n t a g e  c h a n g e  i n  h o l d i n g  g a i n s  o r  l o s s e s  
( i n c r e a s e  o r  d e c r e a s e  i n  s p e c i f i c  p r i c e s  a c c o r d i n g  t o  
FASB S t a t e m e n t  33 D a t a  Ban k)  p e r  s h a r e  c o n s t i t u t e d  t h e  
second v a r i a b l e  ( X g ) .  X 4  i s  used a s  a meas ure  o f  company ' s  
p r o f i t a b i l i t y  and m a n a g e m e n t ' s  o p e r a t i n g  d e c i s i o n s  and 
Xg i s  used  as  a m e as u re  o f  h o l d i n g  d e c i s i o n s  by management  
which a r e  a v a i l a b l e  unde r  C C  a p p r o a c h .
F i n a l l y ,  t h r e e  v a r i a b l e s  a r e  u s e d  a s  s u r r o g a t e s  
f o r  CC/CD. The f i r s t  and  s e c o n d  v a r i a b l e s  a r e  X4 and 
Xg, r e s p e c t i v e l y ,  w h i c h  w e r e  d e f i n e d  above .  The t h i r d  
v a r i a b l e  (Xg) i S t h e  p e r c e n t a g e  change  i n  h o l d i n g  g a i n s
or  l o s s e s  per  s h a r e  a d j u s t e d  f o r  t h e  e f f e c t s  o f  i n f l a t i o n
!
( i n c r e a s e  o r  d e c r e a s e  i n  s p e c i f i c  p r i c e  n e t  o f  g e n e r a l  
i n f l a t i o n  a c c o r d i n g  t o  t h e  FASB S t a t e m e n t  33 Data  Bank) .  
Xg i s  used as  a mea s ur e  o f  h o l d i n g  d e c i s i o n s  by management
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a f t e r  a p p r o p r i a t e  a d j u s t m e n t s  a r e  made f o r  t h e  changes  
i n  g e n e r a l  i n f l a t i o n  w h i c h  a r e  a v a i l a b l e  u n d e r  CC/CD 
a p p r o a c h .  The FASB S t a t e m e n t  33 Data  Bank,  t h e  d e t a i l s  
o f  w h i c h  a r e  r e p o r t e d  i n  a manual  by V a s a r h e l y i  e t  a l . 
[ 1 9 8 3 1 ,  t h e  COMPUSTAT t a p e  and t h e  S t a n d a r d  and P o o r ' s  
D a i l y  S t o c k  R e p o r t s  wer e  used  t o  e x t r a c t  t h e  needed d a t a .
Data  La you t  and Model E s t i m a t i o n
The l a y o u t  o f  t h e  d a t a  f o r  e a c h  i n d u s t r y  i n  each 
y e a r  i s  p r e s e n t e d  i n  F i g u r e  3 . 2 .  The d a t a  was c o l l e c t e d  
from t h e  t h r e e  s o u r c e s  ( me n t i on ed  e a r l i e r )  f o r  each c e l l  
o f  t h i s  F i g u r e .  U s i n g  t h e  v a r i a b l e s  o f  each d a t a  s e t  
-  HC, HC/CD, CC, and CC/CD -  c o l l e c t e d  f o r  each i n d u s t r y  
i n  each  y e a r  t h e  f o l l o w i n g  p r e d i c t i v e  model s  were  e s t i m a t e d  
t h r o u g h  c r o s s - s e c t i o n a l  l e a s t  s q u a r e  r e g r e s s i o n  a n a l y s i s :  
HC Model:
Yi  = B0 1 + B-|Xii + E j j  ( 1 )
HC/CD Model:
Yi  = Bq2 + 6 2 X21 + B3 X31 + 8 4 X2 1X31 + E i2 ( 2 )
CC Model :
Yi  = B03 + 6 5 X41 + B6X51 + 6 7 X4 1 X51 + Ei 3  (3)
CC/CD Model:
Yi  = B04 + 6 3 X31 + 6 9 X41 + BiqX6 i  + 6 1 1 X3 1X41 + 6 1 2X3 1 X6 ! 
+ 6 1 3 X 4 1 X 6 !  + 6 1 4 X 3 1 X 4 1 X 6 !  + E i 4 ( 4 )
w h e r e :
B q i , . . . , B o 4 = i n t e r c e p t s  o f  t h e  r e g r e s s i o n  model s ,  
B i , . . . , B i 4 = s l o p e s  o f  t h e  r e g r e s s i o n  model s ,
FIGURE 3 .2
DATA LAYOUT*
Fi  rm # IndeDendent V a r i a b l e s
Dependent
V a r i a b l e
- * 1 - — 2— — 3— ■_ X 4 _ — 5— — 6- Y
1 X1 1 J X12J x 13 j X14 J x 15j X16J Y1J
2 X21 j x22 J x23J x24 J X25J X26J Y2j
3 X31 j x32j x33j x34 j x35j x36 j Y3J
•
" J
M j l j XNj 2 j XNj3j XNj5j XNj6j
•
‘ YNj J
* j  r e p r e s e n t s  t h e  i n d u s t r y  and Nj i s  t h e  number of  companies  w i t h i n  
each i n d u s t r y .
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Ei  1 »* - - > Ei 4 = fche r e s i d u a l s  o f  t h e  i ' t h  company 
w i t h i n  each  i n d u s t r y ,
Xu  = t h e  p e r c e n t a g e  c h a n g e  i n  p r i m a r y  
e a r n i n g s  pe r  s h a r e  o f  t h e  i ' t h  company,
x2 i  = bbe  p e r c e n t a g e  change  i n  income from 
c o n t i n u i n g  o p e r a t i o n s  p e r  s h a r e  o f
t h e  i ' t h  company u nde r  CD,
= t h e  p e r c e n t a g e  c h a n g e  i n  p u r c h a s i n g  
power  g a i n  o r  l o s s  pe r  s h a r e  of  t h e  
i ' t h  company,
X^i = t h e  p e r c e n t a g e  change  i n  income from 
c o n t i n u i n g  o p e r a t i o n s  p e r  s h a r e  o f
t h e  i ' t h  company u nde r  CC,
Xgj[ = t h e  p e r c e n t a g e  c h a n g e  i n  h o l d i n g
g a i n s  o r  l o s s e s  ( u n a d j u s t e d  f o r  g e n e r a l  
i n f l a t i o n )  p e r  s h a r e  o f  t h e  i ' t h
company,
Xgi = t h e  p e r c e n t a g e  c h a n g e  i n  h o l d i n g
g a i n s  or  l o s s e s  ( a d j u s t e d  f o r  g e n e r a l  
i n f l a t i o n )  p e r  s h a r e  o f  t h e  i ' t h
company,  and
Yj_ = t h e  c u m u l a t i v e  w e e k l y  r e t u r n  o f  t h e  
i ' t h  c o m p a n y ' s  s e c u r i t y  o v e r  t h e
e l e v e n  w e e k  t e s t  p e r i o d  a d j u s t e d  
f o r  any d i v i d e n d s  a n d / o r  s t o c k  s p l i t s .
The v a r i a b l e s  c a l c u l a t e d  f o r  e a c h  f i r m  w i t h i n  t h e
subsampl e  ( 1 ) o f  each i n d u s t r y  f o r  each t im e  p e r i o d  were
used  t o  e s t i m a t e  t h e  above p r e d i c t i o n  m o de l s .  A p p l i c a t i o n  
o f  t h e s e  p r o c e d u r e s  r e s u l t e d  i n  e s t i m a t i o n  of  t h e  above 
f o u r  p r e d i c t i o n  model s  f o r  each i n d u s t r y  i n  each of  t h e  
t i me  p e r i o d s  o f  (1979-19 80)  and ( 1 9 8 0 - 1 9 8 1 ) .  The e s t i m a t e d  
model s  a r e  a s  f o l l o w s :
HC E s t i m a t e d  Model :
Yi 1 = b01 + b 1x 1 i  + e i 1 ( 5)
HC/CD E s t i m a t e d  Mode l :
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A
Yi 2 = b02 + b 2 x2 i  + b 3x3 i  + b4 x2 i x3 i  + e i 2  ( 6 )
CC E s t i m a t e d  Model :
^ i 3  = b 03 + b 5x4 i  + b 6X5i + b7 x4 i x5 i  + e i3
CC/CD E s t i m a t e d  Mo de l :
A
Yi4 = b04 + b 8x3 i  + b 9x4 i  + b 10x6 i  + b 11x3 i x4 i
+ b i 2 x3 i x6 i  + b 13 x4 i  x6 i  + b 14x3 i x4 i x6 i  + e i4
w h e r e :
b0 i , . . . , b Q 4 = l e a s t  s q u a r e  e s t i m a t o r s  o f  Bo 1 , .  . . , Bpi}, 
t > i , . . . , b i 4 = l e a s t  s q u a r e  e s t i m a t o r s  o f  B-|, .  . .  , B^j ^ ,
e ^ i , . . . , e ^4 = e s t i m a t e  of  t h e  r e s i d u a l s ,
A  A
Y i 1 , . . . , Y i 4  = e s t i m a t e s  o f  Y^,
Xu  = t h e  p e r c e n t a g e  c h a n g e  i n  p r i m a r y  
e a r n i n g s  pe r  s h a r e  of  t h e  i ’ t h  company,
x2 i  = bbe  p e r c e n t a g e  change i n  income from 
c o n t i n u i n g  o p e r a t i o n s  p e r  s h a r e  o f  
t h e  i ' t h  company unde r  CD,
X ^  = t h e  p e r c e n t a g e  c h a n g e  i n  p u r c h a s i n g  
po wer  g a i n  o r  l o s s  p er  s h a r e  of  t h e  
i ' t h  company,
X4 i  = t h e  p e r c e n t a g e  change i n  income from 
c o n t i n u i n g  o p e r a t i o n s  p e r  s h a r e  o f  
t h e  i ' t h  company unde r  CC,
X^ j  ^ = t h e  p e r c e n t a g e  c h a n g e  i n  h o l d i n g
g a i n s  o r  l o s s e s  ( u n a d j u s t e d  f o r  g e n e r a l  
i n f l a t i o n )  p e r  s h a r e  o f  t h e  i ' t h
company,
Xg^ = t h e  p e r c e n t a g e  c h a n g e  i n  h o l d i n g
g a i n s  o r  l o s s e s  ( a d j u s t e d  f o r  g e n e r a l  
i n f l a t i o n )  p e r  s h a r e  o f  t h e  i ' t h
company,  and
= t h e  c u m u l a t i v e  w e e k l y  r e t u r n  of  t h e  
i ' t h  c o m p a n y ' s  s e c u r i t y  o v e r  t h e
e l e v e n  w e e k  t e s t  p e r i o d  a d j u s t e d  
f o r  any d i v i d e n d s  a n d / o r  s t o c k  s p l i t s .
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These e s t i m a t e d  mode l s  were  used t o  c a l c u l a t e  t h e  p r e d i c t i o n  
e r r o r s  f o r  t h e  h o l d - o u t  s ample .  The p r e d i c t i v e  a b i l i t y  
o f  t h e  m o d e l s  was  c o m p a r e d  by a n a l y z i n g  t h e  p r e d i c t i o n  
e r r o r s  f o r  t h e  h o l d - o u t  s a mp l es .
In e s t i m a t i n g  t h e  p a r a m e t e r s  o f  t h e  p r e d i c t i o n  models  
t h e  maximum (minimum) p e r c e n t a g e  c h a n g e s  w e r e  s e t  a t  
+300 p e r c e n t  f o r  a l l  o f  t h e  v a r i a b l e s .  Fo r  e x a m p l e ,  
an i n d e p e n d e n t  v a r i a b l e  w i t h  a v a l u e  o f  ±451 p e r c e n t  
was f i x e d  a t  ±300 p e r c e n t .  Th i s  p r o c e d u r e  was n e c e s s a r y  
t o  l i m i t  t h e  e f f e c t  o f  ex t r e me  v a l u e s  o f  t h e  i n d e p e n d e n t  
v a r i a b l e s .  O t h e r w i s e  t h e  o u t l i e r s  would have  a g r e a t e r  
i n f l u e n c e  when e s t i m a t i n g  t h e  p a r a m e t e r s  o f  t h e  p r e d i c t i o n  
m o d e l s .  The v a l u e s  o f  4 . 7 6  and 6 . 1 7  p e r c e n t ,  i n  t h e  
f i r s t  and second p e r i o d  r e s p e c t i v e l y ,  o f  a l l  s i x  v a r i a b l e s
(X. -  X, ) w e r e  e f f e c t e d  t h r o u g h  t h i s  t r a n s f o r m a t i o n .1 b
The t r a n s f o r m a t i o n  r e s u l t e d  i n  l i m i t i n g  t h e  e f f e c t  o f  
t h e  e x t r e m e  v a l u e s  w h i l e  n o t  t o t a l l y  e l i m i n a t i n g  t h e i r  
e f f e c t .  C o n s e q u e n t l y  t h i s  t r a n s f o r m a t i o n  r e s u l t e d  i n  
u s i n g  an i n dex  of  change which r a n g e s  from - 3 0 0  t o  +300  
p e r c e n t  i n  e s t i m a t i n g  t h e  p r e d i c t i o n  m od el s .  The same 
t r a n s f o r m a t i o n  was done f o r  t h e  v a l u e s  o f  t h e  v a r i a b l e s  
o f  t h e  companies  w i t h i n  t h e  h o l d - o u t  s a mp l es .
Comput a t ion  o f  P r e d i c t i o n  E r r o r s
U s i n g  t h e  f o u r  e s t i m a t e d  m o d e l s  m e n t i o n e d  i n  t h e  
p r e v i o u s  s e c t i o n  and t h e  c a l c u l a t e d  i n d e p e n d e n t  v a r i a b l e s  
f o r  e a c h  f i r m  w i t h i n  t h e  s u b s a m p l e  ( 2 ) ,  t h e  h o l d - o u t
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s a m p l e ,  t h e  e s t i m a t e s  o f  Y^ ( f . . . fYk 4 ) a r e  computed.  
T h e s e  e s t i m a t e s  a r e  u s e d  t o  c a l c u l a t e  t h e  p r e d i c t i o n
e r r o r s f o r  each f i r m  w i t h i n each  i n d u s t r y  as  f o l l o w s :
HC P r e d i c t i o n E r r o r : e k 1 = Yk -  Yk1 (9)
HC/CD P r e d i c t i o n E r r o r : e k2 = Yk -  * k 2 ( 1 0 )
CC P r e d i c t i o n E r r o r : e k3 = Yk -  Yk3 ( 1 1 )
CC/CD P r e d i c t i o n E r r o r : e k4 = Yk -  ^ k 4 ( 1 2 )
w h e r e :
e lc1»*-’ >e k4 = t h e  p r e d i c t i o n  e r r o r s  o f  t h e  K ' t h  
f i r m  w i t h i n  subsampl e  ( 2 )
A  A
Yk - | , . . . , Y k4 = t h e  e s t i m a t e  o f  Y o f  t h e  K ' t h  f i r m  
w i t h i n  sub samp le  ( 2 ) ,  and
Yk = t h e  a c t u a l  r e t u r n  ( d e p e n d e n t  v a r i a b l e  
o f  t h e  K ' t h  company w i t h i n  t h e  subsample  
( 2 ) .
The p r e d i c t i o n  e r r o r s  ( r e s i d u a l s )  w e r e  c a l c u l a t e d  
f o r  e a c h  f i r m  w i t h i n  t h e  h o l d - o u t  s a m p l e  f o r  e a c h  o f  
t h e  two t i m e  p e r i o d s .  I n  o t h e r  w o r d s ,  t h e  e s t i m a t e d  
m o d e l s  f o r  1 9 7 9 - 1 9 8 0  w e r e  u s e d  t o  c a l c u l a t e  p r e d i c t i o n  
e r r o r s  f o r  1979- 1980  and t h e  e s t i m a t e d  mode l s  f o r  1980-1981  
were used t o  c a l c u l a t e  t h e  p r e d i c t i o n  e r r o r s  f o r  1980- 1 9 8 1 . 
The p r e d i c t i o n  e r r o r s  o f  t h e  f o u r  model s  f o r  each t im e  
p e r i o d  a r e  a n a l y z e d  s e p a r a t e l y  t o  compare t h e  p r e d i c t i v e  
a b i l i t y  o f  t h e s e  mo de l s .
A n a l y s i s  o f  t h e  E r r o r  Terms
To a n a l y z e  t h e  p r e d i c t i o n  e r r o r s ,  t h e  a b s o l u t e  v a l u e  
o f  t h e  p r e d i c t i o n  e r r o r  was u se d .  The a b s o l u t e  p r e d i c t i o n  
e r r o r  was d i v i d e d  by t h e  a b s o l u t e  a c t u a l  r e t u r n  f o r  each
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f i r m  (Yk ) i n t h e  h o l d - o u t  sample  t o  c a l c u l a t e  t h e  a b s o l u t e  
r e l a t i v e  e r r o r  (ARE) f o r  each  model as  f o l l o w s :
kl  
Y,
Ye i  = 1 = 1 , ----- ,4
k
w h e r e :
Ye l  = ARE of  t h e  I ' t h  p r e d i c t i o n  model ,
e k l  = t h e  p r e d i c t i o n  e r r o r  o f  I ' t h  model f o r
k ' t h  company in  subsample  ( 2 ) ( t h e  h o l d - o u t  
s a m p l e ) ,  and
= a c t u a l  r e t u r n  o f  t h e  k ' t h  company in  
s ubsampl e  ( 2 ) .
The a b s o l u t e  e r r o r  was  u s e d  f o r  s i m i l a r  a n a l y s i s
i n  S h a l c h i  [ 1 9 8 1 ] ,  W e l t o n  [ 1 9 8 2 ] ,  and L i u  [ 1 9 8 2 ] .  The
l a y o u t  o f  t h e  o v e r a l l  Ye -^ f o r  a l l  i n d u s t r i e s  f o r  each
p e r i o d  i s  p r e s e n t e d  i n  F i g u r e  3 . 3 .  As t h i s  l a y o u t  shows,
t h e r e  i s  a s p l i t  p l o t  ( r e p e a t e d  m e a s u r e )  d e s i g n  w i t h
t h e  i n d u s t r y  on t h e  whole  p l o t  and d a t a  s e t  ( p r e d i c t i o n
model)  on t h e  s p l i t  p l o t .
These a b s o l u t e  r e l a t i v e  p r e d i c t i o n  e r r o r s  a r e  a n a l y z e d
t h r o u g h  t h e  a n a l y s i s  o f  v a r i a n c e  (ANOVA) f o r  a s p l i t
p l o t  d e s i g n  t o  t e s t  t h e  f o l l o w i n g  n u l l  h y p o t h e s e s :
Hqi : T h e r e  a r e  no s i g n i f i c a n t  d i f f e r e n c e s  be tween 
d i f f e r e n t  p r e d i c t i o n  m o d e l s  w i t h  r e g a r d  t o  
p r e d i c t i o n  e r r o r s .
HQ2 '. T h e r e  a r e  no s i g n i f i c a n t  d i f f e r e n c e s  be tween  
i n d u s t r i e s  w i t h  r e g a r d  t o  p r e d i c t i o n  e r r o r s .
Where s i g n i f i c a n t  d i f f e r e n c e s  a r e  found,  p o s t  ANOVA m u l t i p l e
c om pa r i s on  i s  c o n d u c t e d  t h r o u g h  D un ca n ' s  m u l t i p l e  r ange
t e s t  t o  d e t e r m i n e  t h e  model and i n d u s t r y  w i t h  s i g n i f i c a n t l y
FIGURE 3 . 3  
LAYOUT OF ARE*
Firm # Hold Out SamDles
I n d u s t r y 1 I n d u s t r y i
HC HC/CD CC CC/CD • HC HC/CD CC CC/CD
1 Ye 111 Ye2 1 1 Ye 3 11 Ye 4 1 1 • Ye 1 1 j Ye 1 2 j Ye3 1 j Ye 4 1 j
2 Ye 121 Ye221 Ye321 Ye421 •  • Ye 1 2 j Ye22 j Ye 3 2 j Ye42 j
•  • • • • • • • • •
•  • • • • • • • • •
• • •
nj  Ye1n^1 Ye2n11 Ye3n-| 1 Ye4n11 Ye1nj j Ye2nj j Ye3nj j Ye4nj j
*j  r e p r e s e n t s  t h e  i n d u s t r y  and n.= i s  t h e  number of  companies  w i t h i n  t h e  
subsample  ( 2 ) ,  t h e  h o l d - o u t  sample ,  o f  each i n d u s t r y .
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l ower  p r e d i c t i o n  e r r o r .
Using t h e  ARE as  t h e  mea s ur e  o f  t h e  p r e d i c t i v e  a b i l i t y  
i m p l i e s  a l i n e a r  l o s s  f u n c t i o n  f o r  t h e  f i n a n c i a l  s t a t e m e n t  
u s e r s  which m i g h t  n o t  be t h e  c a s e  a l l  t h e  t i m e .  F u r t h e r m o r e  
t h e  i d e n t i f i c a t i o n  o f  t h e  t h e o r e t i c a l l y  c o r r e c t  l o s s  
f u n c t i o n  o f  t h e  f i n a n c i a l  s t a t e m e n t  u s e r s ,  a s  a d v o c a t e d  
by T h i e l  [1971 ,  pp.  1 5 - 1 9 ] ,  i s  c u r r e n t l y  beyond t h e  s t a t e  
o f  k n o w l e d g e .  C o n s e q u e n t l y ,  t h e  ARE o f  p r e d i c t i o n  i s  
s q u a r e d  t o  c a l c u l a t e  t h e  s q u a r e  r e l a t i v e  e r r o r  (SRE).  
The same a n a l y s i s  t h a t  i s  c a r r i e d  o u t  f o r  ARE, a l s o  i s  
c a r r i e d  o u t  f o r  SRE. U s i n g  SRE a s  t h e  meas ure  o f  t h e  
p r e d i c t i v e  a b i l i t y  o f  t h e  m o d e l s  i m p l i e s  a q u a d r a t i c  
l o s s  f u n c t i o n  f o r  t h e  u s e r s  which  was a l s o  used f o r  s i m i l a r  
a n a l y s i s  i n  S h a l c h i  [ 1 9 8 1 ] .
CHAPTER 4 
ANALYSIS OF THE DATA
The r e s u l t s  o f  t h e  a n a l y s e s  o f  t h e  d a t a  p r e s e n t e d  
i n  t h i s  c h a p t e r  i n d i c a t e  t h a t  t h e  HC p r e d i c t i o n  model 
compe tes  w i t h  t h r e e  o t h e r  model s  which a r e  bas ed  on t h r e e  
d i f f e r e n t  s u b s e t s  o f  i n f l a t i o n  a d j u s t e d  d a t a  a v a i l a b l e  
u n d e r  SFAS 33 (HC/CD, CC, and CC/CD). None of  t h e  new 
m o d e l s  d i d  s i g n i f i c a n t l y  o u t p e r f o r m  t h e  HC mode l  i n  
p r e d i c t i n g  t h e  c h a n g e s  i n  s t o c k  p r i c e s  o f  companies  w i t h i n  
t h e  sampled  p o p u l a t i o n .  T h i s  r e s u l t  i s  a c h i e v e d  c o n s i s t a n t l y  
o v e r  two c o n s e c u t i v e  p e r i o d s  ( 1979-1980  and 1980-1981  ) .  
F u r t h e r m o r e ,  on t h e  a v e r a g e  t h e  HC m o d e l s  e i t h e r  had  
t h e  l o w e s t  o r  t h e  second l o w e s t  a b s o l u t e  r e l a t i v e  e r r o r  
(ARE) and s q u a r e  r e l a t i v e  e r r o r  (SRE) f o r  t h e  two c o n s e c u t i v e  
t e s t  p e r i o d s  and  n o n e  o f  t h e  o t h e r  model s  c o n s i s t a n t l y  
had  t h e  l o w e s t  or  t h e  s econd  l o w e s t  ARE and SRE. Also,  
i n  t h e  f i r s t  p e r i o d  ( 1979-1980)  HC a s  w e l l  as  HC/CD and 
CC mode l s  had s i g n i f i c a n t l y  l ower  ARE and SRE t h a n  CC/CD 
m o d e l .
T h i s  c h a p t e r  i n c l u d e s  f o u r  s e c t i o n s .  F i r s t ,  t h e  
s e l e c t e d  sample  i s  b r i e f l y  d e s c r i b e d .  Second,  c o r r e l a t i o n  
a n a l y s e s  o f  t h e  v a r i a b l e s  a r e  p r e s e n t e d .  T h i r d ,  e s t i m a t e d  
p r e d i c t i o n  m o d e l s  a r e  p r e s e n t e d  and t h e i r  p r e d i c t i v e
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a b i l i t i e s  a r e  d i s c u s s e d .  F i n a l l y ,  a d d i t i o n a l  d e s c r i p t i v e  
s t a t i s t i c s  o f  t h e  i n d u s t r i e s  a r e  p r e s e n t e d  and a n a l y z e d .
S e l e c t e d  Sample and I n d u s t r y  Grouping
A p p l i c a t i o n  o f  t h e  s a m p l e  s e l e c t i o n  and  i n d u s t r y  
g r o u p i n g  c r i t e r i a  d i s c u s s e d  i n  C ha p t e r  3 t o  t h e  p o p u l a t i o n  
o f  1172 companies  on t h e  n o n f i n a n c i a l  f i l e  o f  t h e  S t a t e m e n t  
33 D a t a  Bank ( V e r s i o n  I I I )  r e s u l t e d  i n  a sample  of  217 
companies  f o r  t h e  f i r s t  p e r i o d  ( 1979- 1 9 8 0 ) and 313 companies  
i n  t h e  s e c o n d  p e r i o d  ( 1 9 8 0 - 1 9 8 1 ) .  The sample  s e l e c t i o n  
c r i t e r i a  may have  c a u s e d  an unknown b i a s  i n  t h e  r e p r e s e n t a ­
t i v e n e s s  o f  t h e  sample  r e g a r d i n g  t h e  sampled p o p u l a t i o n .  
T a b l e  4.1 p r e s e n t s  t h e  r e c o n c i l i a t i o n  of  t h e  sample  s i z e  
and t h e  number  o f  c o m p a n i e s  i n c l u d e d  i n  t h e  S t a t e m e n t  
33 D a t a  Ban k .  The m a j o r i t y  o f  t h e  c o m p a n i e s  i n c l u d e d  
i n  t h e  s a m p l e  a r e  l a r g e  c o m p a n i e s  and t h e i r  s e c u r i t i e s  
a r e  t r a d e d  on t h e  New York S t o c k  Exchange.  A s m a l l  p o r t i o n  
o f  t h e  c o m p a n i e s  a r e  s m a l l e r  companies  and t h e i r  s t o c k s  
a r e  t r a d e d  on t h e  Amer ican S t o c k  Exchange.
The companies  i n c l u d e d  i n  t h e  sample  f o r  each p e r i o d  
w e r e  t h e n  g r o u p e d  i n t o  i n d u s t r i e s  b a s e d  on t h e  f i r s t  
two d i g i t s  o f  t h e i r  SIC c o d e s .  S i m i l a r  i n d u s t r i e s  such 
a s  P r i m a r y  and F a b r i c a t e d  M e t a l s  were  combined t o  form 
one  i n d u s t r y  g r o u p i n g .  A p p l i c a t i o n  o f  t h i s  p r o c e d u r e  
r e s u l t e d  i n  s i x  i n d u s t r y  g r o u p s  t h a t  i n c l u d e d  a t  l e a s t  
30  c o m p a n i e s ,  t h e  minimum number o f  o b s e r v a t i o n s  needed 
t o  c a r r y  o u t  t h e  a n a l y s i s  f o r  each of  t h e  two p e r i o d s .
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TABLE 4.1
R e c o n c i l i a t i o n  o f  Sample S i z e  and S t a t e m e n t  33 Data  Bank
___________ Sampl e______
79-80 80-81
Number o f  companies  on 
S t a t e m e n t  33 n o n f i n a c i a l  f i l e
Number of  companies  w i t h  f i s c a l  





Number of  companies  w i t h  
December f i s c a l  y e a r - e n d  799 799
Number of  companies  t h a t  d i d  * 
n o t  meet  t h e  sample  s e l e c t i o n
c r i t e r i a  437 291
Number o f  companies  t h a t  met  
t h e  sample  s e l e c t i o n  c r i t e r i a  362  508
Number o f  companies  i n  i n d u s t r y  
g r o u p i n g s  w i t h  l e s s  t h a n  30
compan i es  i n  each group  145 195
F i n a l  sample  s i z e  217 313
T h e  d i f f e r e n c e  b e t w e e n  t h e  7 9 - 8 0  p e r i o d  and  t h e
80-81  p e r i o d  i s  ma i n l y  c a u s ed  by compan ies  n o t  d i s c l o s i n g  
a c o m p l e t e  s e t  o f  s u p p l e m e n t a r y  i n f o r m a t i o n  f o r  
t h e  7 9 - 8 0  p e r i o d .
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T a b l e  4 . 2  i n c l u d e s  a l i s t  of  t h e s e  i n d u s t r i e s  and t h e i r  
two d i g i t  SIC c od es .
Each i n d u s t r y  g r o u p  was  r a n d o m l y  a s s i g n e d  t o  two 
s u b s a m p l e s .  The v a r i a b l e s  o f  t h e  c o m p a n i e s  i n c l u d e d  
i n  s u b s a m p l e  ( 1 )  w e r e  u s e d  t o  e s t i m a t e  t h e  p a r a m e t e r s  
o f  e a c h  o f  t h e  f o u r  p r e d i c t i o n  models  f o r  each i n d u s t r y  
g r o u p  and  i n  e a c h  t e s t  p e r i o d .  The v a r i a b l e s  o f  t h e  
companies  i n c l u d e d  i n  subsample  (2) ( t h e  h o l d - o u t  s a m p l e ) ,  
w h i c h  i n c l u d e d  10 c o m p a n i e s  i n  e v e r y  c a s e ,  w e r e  u s e d  
t o  t e s t  t h e  p r e d i c t i v e  a b i l i t y  o f  t h e  mode l s .  The randomized  
a s s i g n m e n t  o f  t h e  companies  t o  each of  t h e  two s ub sa mp le s  
was c a r r i e d  o u t  s e p a r a t e l y  and i n d e p e n d e n t l y  f o r  each 
o f  t h e  t e s t  p e r i o d s .  A l i s t  o f  c o m p a n i e s  i n c l u d e d  i n  
t h e  s a m p l e s  f o r  each  p e r i o d  i s  p r e s e n t e d  i n  Appendix A.
C o r r e l a t i o n  A n a l y s i s
S e l e c t e d  c o r r e l a t i o n s  among some o f  t h e  v a r i a b l e s  
a r e  p r e s e n t e d  i n  T a b l e s  4 . 3  and 4 . 4 .  These c o r r e l a t i o n s  
a r e  s e l e c t e d  t o  show t h e  d i r e c t i o n  and magn i t ude  o f  t h e  
c h a n g e s  i n  t h e  i n f l a t i o n  a d j u s t e d  e a r n i n g s  and  t h e i r  
c o m p o n e n t s  r e l a t i v e  t o  t h e  HC e a r n i n g s .  T h e s e  T a b l e s  
show a h i g h  p o s i t i v e  c o r r e l a t i o n  be tween t h e  HC e a r n i n g s  
v a r i a b l e  v s .  HC/CD e a r n i n g s  v a r i a b l e  and  CC e a r n i n g s  
v a r i a b l e  e x c e p t  i n  t h e  c a s e  of  t h e  U t i l i t i e s  (U) i n d u s t r y .  
As t h e s e  t a b l e s  show t h e  HC e a r n i n g s  v a r i a b l e  o f  t h e  
U i n d u s t r y  h a s  t h e  l o w e s t  c o r r e l a t i o n  w i t h  t h e  HC/CD 
o f  a l l  i n d u s t r i e s  i n  t h e  f i r s t  p e r i o d .  In t h e  second
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TABLE 4 . 2  
I n d u s t r y  Grouping  i n  t h e  Sample
1  I n d u s t r y  Group_______________ Frequency___
7Q-80 80-81
1 Mining,  Oi l  & Gas (MOG) 30 53 10-
2 Chemi ca l s  (Chem.) 30 35
3 Pr imary  and F a b r i c a t e d
M e t a l s  (PFM) 31 45
4 Machinery  (Mach. )  32 37
5 U t i l i t i e s  (U) 63 99
6 T r a n s p o r t a t i o n  and
T r a n s p o r t a t i o n  Equipment
(TTE) _31  _44 37,









TABLE 4 . 3
S e l e c t e d  C o r r e l a t i o n s  Between I n de p e n d e n t  V a r i a b l e s  
f o r  1979-1980 P e r i o d  by I n d u s t r y  Grouping
MOG Chem. PFM Mach. U TTE
HC e a r n i n e s  v a r i a b l e  (X-|) vs .
HC/CD e a r n i n g s  v a r i a b l e  (X2 ) 0 .345 0 . 705 0 .849 0 .750 0.174 0.683
PPG (L) v a r i a b l e  (X3 ) - 0 . 3 7 9 0.085 - 0 . 5 5 5 0 . 1 1 0 - 0 . 4  90 - 0 . 0 7 3
CC e a r n i n g s  v a r i a b l e  ( X ^ 0 . 437 0. 791 0 .440 0 . 7 8 0 0 . 44 8 0 . 6 3 8
HG (L) u n a d j u s t e d  v a r i a b l e  (Xg) 0 . 0 3 8 0 . 05 9 - 0 . 0 6 4 - 0 .151 0.235 0.303
HG (L) a d j u s t e d  v a r i a b l e  (Xg) 0 .189 0 . 339 0 . 0 7 6 - 0 . 1 1 4 0 . 123 0 . 1 1 2
HC/CD e a r n i n e s  v a r i a b l e  (Xo) vs .
CC e a r n i n g s  v a r i a b l e  (X^) 0 . 2 0 8 0 . 3 1 0 0 . 370 0.969 0 . 057 0 . 8 5 2
M3u>
TABLE 4 . 4
S e l e c t e d  C o r r e l a t i o n s  Between I n de p e n d e n t  V a r i a b l e s  
f o r  1980 — 1981 P e r i o d  by I n d u s t r y  Grouping
MOG Chem. PFM Mach. U TTE
IC e a r n i n g s  v a r i a b l e  (X-|) vs .  
HC/CD e a r n i n g s  v a r i a b l e  (X2 ) 0.621 0.461 0.723 0 . 76 2 0 . 248 0.595
PPG (L) v a r i a b l e  (Xg) - 0 .0 1 6 0 .018 0.145 0.041 0.061 - 0 .0 5 6
CC e a r n i n g s  v a r i a b l e  (X^) 0 .584 0.527 0.693 0 . 77 0 0.26  8 0 . 449
HG (L) u n a d j u s t e d  v a r i a b l e  (Xg) 0 .195 0 . 004 - 0 . 1 9 0 - 0 . 1 9 4 0.023 0 . 042





HC/CD e a r n i n g s  v a r i a b l e  (X2 ) vs .
CC e a r n i n g s  v a r i a b l e  (X^) 0 .627  0 . 692  0 .943  0.891 0 .245  0 . 49 8
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p e r i o d ,  t h e  c o r r e l a t i o n  o f  t h e  HC e a r n i n g s  v a r i a b l e s  
v s .  HC/CD and CC e a r n i n g  v a r i a b l e s  o f  t h e  U i n d u s t r y  
i s  t h e  l o w e s t  o f  a l l  i n d u s t r i e s .
F u r t h e r m o r e ,  HC/CD e a r n i n g s  v a r i a b l e  o f  t h e  U i n d u s t r y  
a g a i n  d e p i c t s  t h e  l o w e s t  c o r r e l a t i o n  w i t h  CC e a r n i n g s  
v a r i a b l e  c o m p a r e d  t o  o t h e r  i n d u s t r i e s .  These a n a l y s e s  
i n d i c a t e  t h a t  t h e  e f f e c t  o f  i n f l a t i o n  ( g e n e r a l  or  s p e c i f i c )  
on t h e  U i n d u s t r y ,  a c a p i t a l  i n t e n s i v e  i n d u s t r y  w i t h  
a l o t  o f  o l d e r  a s s e t s ,  r e s u l t e d  i n  e a r n i n g s  c h a ng es  from 
one p e r i o d  t o  a n o t h e r  t h a t  do n o t  move i n  t h e  same d i r e c t i o n  
a s  HC e a r n i n g s  compared t o  o t h e r  i n d u s t r i e s .  Al so ,  t h e  
r e s u l t s  i n d i c a t e  t h a t  t h e  d i r e c t i o n  o f  t h e  e f f e c t  o f  
g e n e r a l  p r i c e  c ha nge s  and s p e c i f i c  p r i c e  c ha ng es  on t h e  
U i n d u s t r y  i s  q u i t e  d i f f e r e n t  t h a n  f o r  o t h e r  i n d u s t r i e s  
w h i c h  showed a h i g h  d e g r e e  o f  c o r r e l a t i o n  among t h e  two 
r e l a t e d  e a r n i n g s  v a r i a b l e s  (HC/CD and CC).
C o r r e l a t i o n s  b e t w e e n  c u m u l a t i v e  w e e k l y  s e c u r i t y  
r e t u r n s  a d j u s t e d  f o r  t h e  e f f e c t s  of  d i v i d e n d s  and s t o c k  
s p l i t s  (Y) o v e r  t h e  e l e v e n  week t e s t  p e r i o d  and i n d e p e n d e n t  
v a r i a b l e s  o f  t h e  s t u d y  a r e  p r e s e n t e d  i n  T a b l e s  4 . 5  and 
4 . 6 .  As i n d i c a t e d  i n  t h e s e  T a b l e s  no s i n g l e  v a r i a b l e  
c o n s i s t e n t l y  h a s  h i g h e r  c o r r e l a t i o n ,  w i t h  Y, t h a n  o t h e r  
v a r i a b l e s  i n  bo th  p e r i o d s  f o r  a l l  i n d u s t r i e s .  Moreover ,  
no s i n g l e  v a r i a b l e  has  h i g h e r  c o r r e l a t i o n ,  w i t h  Y, t h a n  
o t h e r  v a r i a b l e s  i n  e i t h e r  p e r i o d  f o r  a l l  s i x  i n d u s t r y  
g r o u p s .
TABLE 4 . 5
C o r r e l a t i o n  Among Cumul a t ive  Weekly S e c u r i t y  R e t u r n s  
Over t h e  Eleven Week T e s t  P e r i od  (Y) and I n de p e n d e n t  
V a r i a b l e s  ( X ' s )  o f  t h e  P e r i o d  1979-1980 by I n d u s t r y  Grouping
I nd e p e n d e n t  V a r i a b l e MOG Chem. PFM Mach. U TTE
X1 - 0 . 4 3 0 0.089 - 0 . 0 0 8 0.303 - 0 . 0 1 5 - 0 . 0 3 9
x2 - 0 . 2 1 0 - 0 . 2 7 3 - 0 . 0 4 9 0. 260 - 0 . 0 0 8 0.055
x3 0 . 36 0 0.098 - 0 . 1 1 4 - 0 . 4 2 0 - 0 . 1 0 6 0 . 128
x4 - 0 . 1 4 3 0.077 0.250 0. 209 0 . 17 0 0.106
X5 - 0 .021 0.031 - 0 . 1 0 9 - 0 . 3 7 4 0.046 0 . 42 4
x6 - 0 .151 0 .063 0 . 148 - 0 . 0 9 5 0 . 214 0 . 264
VOOv
TABLE 4 . 6
C o r r e l a t i o n  Among Cumul a t ive  Weekly S e c u r i t y  R e t u r n s  
Over t h e  Eleven Week T e s t  P e r i o d  (Y) and I n d e p en d en t  
V a r i a b l e s  ( X ' s )  of  t h e  P e r i o d  1980 — 1981 by I n d u s t r y  Grouping
I n de p e n d e n t  V a r i a b l e MOG Chem. PFM Mach. U TTE
X1 0.089 - 0 . 3 7 0 0 . 063 0.023 0.109 - 0 .0 4 6
x2 0.143 - 0 . 2 4 9 - 0 . 0 3 5 - 0 . 1 0 3 0.259 0.201
X3 - 0 . 0 1 0 0 . 030 0. 019 0.406 - 0 . 2 1 5 - 0 . 0 3 9
X4 - 0 . 1 3 2 - 0 . 2 3 7 - 0 .031 - 0 . 0 3 0 - 0 . 0 2 2 0. 067
X5 0.226 - 0 .2 03 0.123 0 . 055 0.116 0.123
X6 0.351 - 0 . 4 7 3 0.227 0 . 205 0.056 0 .019
VO
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The  v a r i a b l e s  o f  t h e  c o m p a n i e s  w i t h i n  s u b s a m p l e  
( 2 )  w e r e  u s e d  t o  e s t i m a t e  t h e  p a r a m e t e r s  f o r  e a c h  o f  
t h e  f o u r  p r e d i c t i o n  m o d e l s  (HC, HC/CD, CC, and  CC/CD 
mode l s)  i n  each i n d u s t r y  g r o u p i n g .  L e a s t  s q u a r e  r e g r e s s i o n  
a n a l y s i s  was  u s e d  t o  e s t i m a t e  t h e  p a r a m e t e r s  f o r  t h e  
p r e d i c t i o n  m o d e l s .  T h e s e  e s t i m a t e s  a r e  p r e s e n t e d  i n  
T a b l e  4 . 7  f o r  t h e  f i r s t  p e r i o d  and i n  Ta b le  4 . 8  f o r  t h e  
second p e r i o d .
T h e s e  e s t i m a t e d  p r e d i c t i o n  model s  were  s u b s e q u e n t l y  
used  t o  c a l c u l a t e  t h e  p r e d i c t i o n  of  t h e  d e p e n d e n t  v a r i a b l e  
( c u m u l a t i v e  weekly r e t u r n s )  f o r  each of  t h e  t e n  companies  
w i t h i n  t h e  s u b s a m p l e  ( 2 ) ,  t h e  h o l d - o u t  sampl e ,  o f  each 
i n d u s t r y  g r o u p .  The p r e d i c t i o n  e r r o r  was  c a l c u l a t e d  
by t a k i n g  t h e  d i f f e r e n c e  b e t w e e n  t h e  a c t u a l  c u m u l a t i v e  
w e e k l y  r e t u r n  and t h e  p r e d i c t e d  c u m u l a t i v e  weekly r e t u r n  
o f  e a c h  company.  The a b s o l u t e  p r e d i c t i o n  e r r o r s  a r e  
d i v i d e d  by t h e  r e l a t e d  a b s o l u t e  a c t u a l  c u m u l a t i v e  weekly 
r e t u r n  t o  c a l c u l a t e  t h e  a b s o l u t e  r e l a t i v e  e r r o r  (ARE).
The ARE i s  a n a l y z e d  a s  one of  t h e  m e a s u r e s  o f  t h e  
p r e d i c t i v e  a b i l i t y  o f  t h e  d i f f e r e n t  m o d e l s .  As n o te d  
e a r l i e r ,  u s i n g  t h e  ARE a s  t h e  mea s ur e  o f  p r e d i c t i v e  a b i l i t y  
i m p l i e s  i m p l i c i t l y  t h e  a s s u m p t i o n  o f  a l i n e a r  l o s s  f u n c t i o n  
f o r  t h e  f i n a n c i a l  s t a t e m e n t  u s e r s .  However some r e s e a r c h e r s  
[ S c h a l c h i ,  1981] a r g u e d  f o r  t h e  a s s u m p t i o n  o f  a q u a d r a t i c  
l o s s  f u n c t i o n  a s  w e l l  as  a l i n e a r  l o s s  f u n c t i o n  f o r  s i m i l a r
TABLE 4 . 7
L e a s t  Square  E s t i m a t e s  o f  P a r a m e t e r s  f o r  P r e d i c t i o n  
Models o f  P e r io d  1979-1980 by I n d u s t r y  Grouping
Models MOG Chem. PFM Mach. U TTE
HC,MQde.l
b01 3. 005 9 .424 11.773 4.583 2 .376 12.733
b 1 - 0 . 1 9 8 0.056 - 0 . 0 0 4 0 . 073 - 0 . 0 0 2 - 0 . 0 0 9
R2 0.185 0 . 00 8 0.00006 0 . 07 2 0 . 00 02 0 . 00 2
HC/CD Model
b02 - 4 . 2 3 8 9 . 594 11.377 8.316 0.990 8.756
b2 - 0 . 0 3 8 - 0 . 0 8 0 - 0 . 0 1 5 0 .056 0 . 0 12 0.007
b3 0 . 02 2 0 . 040 - 0 .0 43 - 0 . 0 7 3 - 0 . 1 0 2 - 0 . 1 6 4
b4 5 - 0 . 0 0 2 - 0 . 0 0 3 -0 .0001 - 0 .001 0.001 - 0 . 0 0 5
R2 0 . 17 9 0.100 0.023 0 . 3 02 0 . 02 8 0.157
CC Model
b03 - 2 . 2 3 5 10.132 14.590 4 . 108 2 .595 14.309
bp; - 0 . 0 7 6 0 . 079 0.026 - 0 . 0 1 5 0 .009 0.087
Ta bl e  4 . 7  ( c o n ' t )
Models MOG chem, PFM Mach. U TTE
CC Model ( c o n ' t )
b6 - 0 . 0 0 4 0 . 00 4 0 . 030 -0 .041 - 0 .001 0.056
b7 0.001 0 .0 0 2 0 . 0004 0 .0 0 2 -0 .0001 - 0 .0 0 0 7
R2 0.091 0 . 059 0 . 07 4 0 . 310 0 . 038 0.353
CC/CD Model
b04 - 5 . 8 3 9 5.982 18.070 5.805 0 . 76 3 5.144
b8 - 0 . 0 1 4 0 . 11 2 0.295 - 0 . 2 5 7 - 0 . 0 6 7 - 0 . 0 2 3
bg - 0 . 0 5 3 - 0 . 0 6 5 0.061 0 . 012 0.027 0.119
b 10 - 0 . 0 2 8 - 0 . 0 0 8 0.013 - 0 . 0 1 8 - 0 . 0 1 2 - 0 . 0 3 3
b 11 - 0 .001 -0 .011 0 . 00 2 - 0 . 0 0 3 0.001 - 0 . 0 0 2
b 12 0.001 0.003 0.001 - 0 .001 - 0 . 0 0 3  ■ - 0 . 0 0 3
b 13 0.001 0 .0 00 2 0.0001 0.0003 - 0 . 0 0 0 3 - 0 . 0 0 0 2
b 14 0.000001 - 0 .0 0 0 0 2 0.00001 - 0 . 0 0 00 2 - 0 . 0 0 0 0 2 -0 .0001
R 2 0 . 4^6 0.401 0.353 0. 550 0.146 0. 569
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TABLE 4 . 8
L e a s t  Square  E s t i m a t e s  o f  P a r a m e t e r s  f o r  P r e d i c t i o n  
Models o f  P e r io d  1980-1981 by I n d u s t r y  Grouping
Models MOG Chem. PFM Mach, U TTE
HC Model
b01 - 2 6 . 8 3 2 - 6 . 2 5 4 - 1 1 . 8 7 0 -11 .686 3.089 - 8 . 6 4 5
b 1 0.027 - 0 . 1 6 4 0 . 00 8 0 . 00 5 0.046 - 0 . 0 0 5
R2 0. 008 0.137 0. 004 0 . 00 05 0 . 0 1 2 0 . 00 2
HC/CD Model
b02 - 2 6 . 6 6 4 - 7 .1 8 6 -11.641 - 1 2 . 1 6 8 - 6 . 2 8 2 - 6 . 7 4 8
b2 0 .018 - 0 . 0 5 0 - 0 . 0 5 0 - 0 . 0 0 8 - 0 . 0 4 0 0.067
b 3 0 . 002 0 . 00 8 0.001 0 . 042 - 0 . 1 4 2 0 . 007
b4 0 . 0003 -0 .001 -0 .001 - 0 . 0 0 0 2 - 0 . 0 0 3 0.001
R2 0 .031 0.077 0.095 0. 182 0 . 217 0.076
CC Model
b03 - 2 8 . 5 2 8 - 7 . 5 2 4 - 1 1 . 7 3 2 - 1 1 . 0 8 2 3 . 755 - 7 . 7 9 7
be - 0 . 0 2 0 - 0 . 0 8 4 - 0 . 0 2 6 - 0 .011 -0 .001 0.016
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T a b l e  4 . 8  c o n t i n u e d
Models MOG Chem. PFM Mach. U TTE
CC Model ( c o n ' t )
b6 0 .054 - 0 .051 0 . 030 0 . 019 0 . 027 0.021
b7 -0 .0001 - 0 .001 -0 .001 - 0 .0 0 0 3 -0 .0001 0 . 0004
R2 0 .0 72 0.161 0.066 0.006 0 . 014 0.041
CC/CD Model
b04 - 3 3 . 3 6 6 - 5 . 2 9 7 - 1 2 . 4 6 3 - 1 1 . 9 1 4 - 2 1 . 7 9 2 - 9 . 0 9 3
b8 0 . 009 - 0 . 0 1 4 - 0 . 0 3 4 0 . 04 8 - 0 . 7 4 9 - 0 . 0 2 6
b 9 - 0 . 0 3 8 - 0 .121 - 0 . 0 5 5 - 0 . 0 0 9 - 0 . 031 0 . 00 8
b 10 0 . 038 - 0 . 0 3 6 0 . 010 0 . 01 2 0.061 0.017
b 11 -0 .0001 - 0 . 0 0 2 - 0 .001 -0 .0001 - 0.001 - 0 . 0 0 0 2
b 12 -0 .001 0 . 0004 0.001 0.0001 0 .0 0 2 0 . 0003
b 13 0.0001 - 0 .001 -0 .0001 0.0001 - 0 . 0 0 0 2 - 0 . 0 0 0 0 2
b 1 4 -0 .00001 -0 .00001 0.00001 0.000001 - 0 .0 0 0 0 0 2 - 0 .0 00 00 4
R2 0. 285 0 . 54 8 0 . 43 0 0 . 198 0 . 184 0 . 057
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p u r p o s e s .  C o n s e q u e n t l y ,  t h e  ARE was s q u a r e d  t o  o b t a i n  
t h e  s q u a r e  r e l a t i v e  e r r o r  (SRE) which was a l s o  used  a s  
a n o t h e r  meas ure  o f  p r e d i c t i v e  a b i l i t y  i n  s u b s e q u e n t  a n a l y s e s .
The ARE and SRE of  t h e  companies  w i t h i n  t h e  h o l d - o u t  
s ample  ( s ubs amp le  ( 2 ) )  o f  each i n d u s t r y  group were  a n a l y z e d  
t h r o u g h  a s p l i t - p l o t  d e s i g n  a n a l y s i s  o f  v a r i a n c e  (ANOVA) 
f o r  each  p e r i o d .  One of  t h e  p r o p e r t i e s  o f  t h e  s p l i t - p l o t  
d e s i g n  i s  t h a t  t h e  F t e s t  i s  l e s s  p owe r fu l  on t h e  whole  
p l o t  and more p o we r f u l  on t h e  s p l i t - p l o t  [ S t e e l  and T o r r i e ,  
1 9 6 0 ,  p.  2 2 3 3 .  C o n s e q u e n t l y ,  t h i s  s t u d y  was  d e s i g n e d  
so t h a t  t h e  p r e d i c t i o n  model  can be a s s i g n e d  t o  t h e  s p l i t - p l o t  
i n  o r d e r  t o  have  a more a c c u r a t e  i n d i c a t i o n  of  any d i f f e r e n c e s  
be tween t h e  p r e d i c t i o n  mode l s .
The r e s u l t s  of  t h e  ANOVA f o r  t h e  ARE as  t h e  d e p e nd en t  
v a r i a b l e  a r e  p r e s e n t e d  i n  T a b l e  4 . 9 .  T h i s  a n a l y s i s  i n d i c a t e d  
t h a t  on ly  p r e d i c t i o n  model  was s i g n i f i c a n t  f o r  t h e  f i r s t  
p e r i o d .  S u b se q u e n t  a n a l y s i s  t h r o u g h  post-ANOVA m u l t i p l e  
c o m p a r i s o n s  of  t h e  m o d e l ' s  means u s i n g  D u n c a n ' s  m u l t i p l e  
r a n g e  t e s t  i n d i c a t e d  t h a t  t h i s  s i g n i f i c a n t  d i f f e r e n c e  
i s  a t t r i b u t a b l e  t o  a s i g n i f i c a n t l y  h i g h e r  ARE f o r  t h e  
CC/CD mode l  a s  c o m p a r e d  t o  t h e  o t h e r  t h r e e  model s  (HC, 
HC/CD, and CC m o d e l s )  w i t h  HC h a v i n g  t h e  l o w e s t  mean.  
Howev er ,  t h e  t h r e e  m o d e l s  (HC, HC/CD, and  CC m o d e l s )  
d i d  n o t  h a v e  s i g n i f i c a n t l y  d i f f e r e n t  ARE. F u r t h e r m o r e ,  
a s  T a b l e  4 . 9  s h o w s ,  t h e r e  w e r e  no s i g n i f i c a n t  i n d u s t r y  
e f f e c t s  a n d / o r  no s i g n i f i c a n t  i n t e r a c t i o n  be tween t h e
TABLE 4 . 9
ANOVA Summary w i t h  ARE as  Dependent  V a r i a b l e
Source DF SS MS F P Value
1979-1980
I n d u s t r y 5 94 . 154 18.831 0 . 75 0 . 5918
Company ( I n d u s t r y ) 54 1356.150 25 . 114
Model 3 68 . 824 22.941 5. 14 0 . 0022
I n d u s t r y  * Model 15 79 . 367 5.291 1.18 0.2883
Model * Company ( I n d u s t r y ) 162 723.740 4 . 468
T o t a l 239 2322.235
1980-1981
I n d u s t r y 5 106.929 21 .386 1.13 0.3571
Company ( I n d u s t r y ) 54 1024.133 18.966
Model 3 19.179 6.393 2 . 05 0.1069
I n d u s t r y  * Model 15 38.153 2.544 0 . 82 0.6583
Model * Company ( I n d u s t r y ) 162 504.307 3.113
T o t a l 1692.701
1 0 5
model and i n d u s t r y .
The r e s u l t s  of  t h e  ANOVA f o r  t h e  SRE as  t h e  d e p e n d e n t  
v a r i a b l e  a r e  p r e s e n t e d  i n  T a b l e  4 . 1 0 .  As t h i s  T a b l e  
s h o w s ,  t h e  r e s u l t s  a r e  c o n s i s t e n t  w i t h  t h o s e  o b t a i n e d  
u s i n g  ARE as  d e p e n d e n t  v a r i a b l e ,  e x c e p t  t h a t  t h e  P v a l u e  
i s  n o t  q u i t e  as  s i g n i f i c a n t  f o r  t h e  model  e f f e c t  i n  t h e  
f i r s t  p e r i o d .  A g a i n ,  post-ANOVA m u l t i p l e  c o m p a r i s o n s  
t h r o u g h  t h e  D u n c a n ’ s m u l t i p l e  r a n g e  t e s t  f o r  t h e  f i r s t  
p e r i o d  i n d i c a t e d  t h a t  t h i s  s i g n i f i c a n t  d i f f e r e n c e  i s  
a t t r i b u t a b l e  t o  CC/CD mode l  h a v i n g  t h e  h i g h e s t  SRE as  
c o m p a r e d  t o  t h e  o t h e r  t h r e e  m o d e l s  (HC, HC/CD, and CC 
m o d e l s ) .  The t h r e e  m o d e l s ,  HC, HC/CD, and CC mode l s ,  
d i d  n o t  h a v e  s i g n i f i c a n t l y  d i f f e r e n t  SRE. F u r t h e r m o r e ,  
t h e r e  w e r e  no s i g n i f i c a n t  i n d u s t r y  e f f e c t s  a n d / o r  model 
by i n d u s t r y  i n t e r a c t i o n .  T h e s e  r e s u l t s  i n d i c a t e  t h a t  
t h e  p r e d i c t i o n  m o d e l s  were  only s i g n i f i c a n t l y  d i f f e r e n t  
from each o t h e r  i n  t h e  f i r s t  p e r i o d .  However,  t h e  p r e d i c t i o n  
m o d e l s  o f  d i f f e r e n t  i n d u s t r i e s  w e r e  n o t  s i g n i f i c a n t l y  
d i f f e r e n t  a t  a l l  which i m p l i e s  t h a t  t h e  i n d u s t r y  i s  n o t  
a s i g n i f i c a n t  f a c t o r  i n  b u i l d i n g  t h e  p r e d i c t i o n  mo de l s .
D e s c r i p t i v e  S t a t i s t i c s
Ta b le  4 .11  p r e s e n t s  t h e  means and s t a n d a r d  d e v i a t i o n s  
o f  t h e  p r e d i c t i o n  e r r o r s  (ARE, and SRE) o f  t h e  model s .  
T h i s  Ta b le  shows,  u s i n g  t h e  ARE as  t h e  meas ure  of  p r e d i c t i o n  
e r r o r  ( p r e d i c t i v e  a b i l i t y ) ,  on t h e  a v e r a g e  t h e  HC model
TABLE 4 . 10
ANOVA Summary w i t h  SRE as Dependent  V a r i a b l e
Source DF SS MS F P Value
1979-1980
I n d u s t r y 5 21503.516 4300.703 0 .65 0.6641
Company ( I n d u s t r y ) 54 356677.638 6605.141
Model 3 24722.564 8240.855 2.43 0 . 0664
I n d u s t r y  * Model 15 48710.759 3247.384 0.96 0 . 5044
Model * Company ( I n d u s t r y ) 162 550266.274 3396.705
T o t a l 239 1001880.750
1Q 80 — 1 Q 81
I n d u s t r y 5 29257.457 5851.491 1 .20 0.3194
Company ( I n d u s t r y ) 54 262371.475 4858.722
Model 3 8836.490 2945.497 2. 17 0 . 0918
I n d u s t r y  * Model 15 25044.823 1669.655 1.23 0.2526
Model * Company ( I n d u s t r y ) 162 219588.067 1355.482
T o t a l 239 545098.310
TABLE 4.11
Means and S t a n d a r d  D e v i a t i o n s  o f  P r e d i c t i o n  
f o r  Hold-Out  Samples  by Model
E r r o r s
P e r i o d  & Model ARE SRE
9 7 9 - 1 Q80
Mean S t d . Dev. Mean S td .  Dev,
HC Model 1 .479 2 . 002 6.127 17.054
HC/CD Model 1 .495 1 .950 5.974 15.159
CC Model 1 .611 2.677 9.643 40 . 917
CC/CD Model 2 . 75 9 4. 818 30.441 119.863
Q80-1Q81
HC Model 1 .164 1 .388 3. 248 9 . 065
HC/CD Model 1 .646 3. 379 13.938 62.989
CC Model 1.110 1.281 2.847 9 . 229
CC/CD Model 1 .747 3. 658 16.208 70.386
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has  t h e  l o w e s t  p r e d i c t i o n  e r r o r  ( h i g h e s t  p r e d i c t i v e  a b i l i t y )  
i n  t h e  f i r s t  p e r i o d  f o l l o w e d  by t h e  HC/CD mode l .  However,  
on t h e  a v e r a g e  t h e  HC model h as  t h e  s econd  l o w e s t  p r e d i c t i o n  
e r r o r  f o l l o w i n g  t h e  CC model i n  t h e  second p e r i o d .
F u r t h e r m o r e ,  u s i n g  t h e  SRE as  t h e  m e as u re  o f  p r e d i c t i o n  
e r r o r  ( p r e d i c t i v e  a b i l i t y ) ,  on t h e  a v e r a g e  t h e  HC model  
h a s  t h e  s e c o n d  l o w e s t  p r e d i c t i o n  e r r o r  f o l l o w i n g  t h e  
HC/CD model  i n  t h e  f i r s t  p e r i o d .  But  i n  t h e  s econd  p e r i o d ,  
t h e  CC mode l  h a s  t h e  l o w e s t  p r e d i c t i o n  e r r o r  f o l l o w e d  
by t h e  HC model .  The r e s u l t s  show t h e  HC model  t o  a l ways  
h a v e  e i t h e r  t h e  l o w e s t  o r  t h e  second l o w e s t  p r e d i c t i o n  
e r r o r  and no o t h e r  model o u t p e r f o r m e d  t h e  HC model  over  
t h e  two p e r i o d s .  However,  t h e s e  means a r e  b as e d  on t h e  
v a r i a b l e s  o f  t h e  s a m p l e  c o m p a n i e s  and  t h e i r  r e l a t i v e  
m a g n i t u d e ,  i n  t h e  c a s e  of  i n s i g n i f i c a n t  d i f f e r e n c e  among 
them as  i n d i c a t e d  by t h e  ANOVA and D u n c a n ' s  m u l t i p l e  
r a n g e  t e s t s ,  can n o t  be g e n e r a l i z e d  t o  t h e  sampled p o p u l a ­
t i o n .
The means and s t a n d a r d  d e v i a t i o n s  o f  t h e  p r e d i c t i o n  
e r r o r s  by i n d u s t r y  a r e  p r e s e n t e d  i n  T a b l e  4 . 1 2 .  As t h i s  
T a b l e  s hows ,  on t h e  a v e r a g e ,  t h e  M i n i n g ,  O i l  and Gas  
(MOG) i n d u s t r y  group c o n s i s t e n t l y  has  t h e  l o w e s t  p r e d i c t i o n  
e r r o r  compared t o  t h e  o t h e r  i n d u s t r y  g r o u p s .  Th i s  r e s u l t  
p r e v a i l s  w h e t h e r  t h e  ARE o r  SRE i s  c o n s i d e r e d  a s  t h e  
p r e d i c t i o n  e r r o r .  However,  from t h e  r e m a i n i n g  i n d u s t r i e s  
no o t h e r  i n d u s t r y  c o n s i s t e n t l y  o u t p e r f o r m  o t h e r s .
TABLE 4 . 1 2
Means and S t a n d a r d  D e v i a t i o n s  of  P r e d i c t i o n  E r r o r s  
f o r  Hold-Out  Samples  by I n d u s t r y
P e r i o d  & I n d u s t r y ARE SRE
Mean S t d .  Dev. Mean S td .  Dev.
1979-1980
MOG 0 . 8 6 2 0.326 0.847 0.681
Chem. 2 . 004 2 . 96 5 12.585 38 . 774
PFM 2. 29 8 4 . 160 22 . 152 66.771
Mach. 1 .086 1 .042 2 .237 6.671
U 2 . 40 9 2.843 13.686 23.001
TTE 2.357 4 . 665 26.771 136.390
1980-1981
MOG 0. 657 0 .600 0.783 1 .318
Chem. 2 . 675 4 .966 31 .204 9 6. 022
PFM 0.994 1 .204 2.401 5.120
Mach. 1.386 1 .273 3 .503 6 . 9 1 2
U 1 .801 3.496 15.162 62 . 674
TTE 0. 987 0.586 1.307 1 .656
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The means and s t a n d a r d  d e v i a t i o n s  of  t h e  p r e d i c t i o n  
mode l s  by i n d u s t r y  g r o u p i n g s  a r e  p r e s e n t e d  i n  T a b l e  4 . 1 3 .  
As t h i s  T a b l e  s h o w s ,  no p r e d i c t i o n  mode l  c o n s i s t e n t l y  
o u t p e r f o r m s  o t h e r s  u s i n g  e i t h e r  o f  ARE o r  SRE a s  t h e  
meas ure  of  p r e d i c t i o n  e r r o r  i n  any of  t h e  p e r i o d s .
I n  summary,  t h e  r e s u l t s  o f  t h e  a n a l y s e s  p r e s e n t e d  
in  t h i s  C hap te r  i n d i c a t e d  t h a t  t h e  h y p o t h e s i s  o f  no s i g n i ­
f i c a n t  d i f f e r e n c e  among t h e  p r e d i c t i o n  model s  cou l d  be 
r e j e c t e d  f o r  t h e  f i r s t  p e r i o d  ( 1 9 7 9 - 1 9 8 0 )  d a t a .  Th i s  
s i g n i f i c a n t  d i f f e r e n c e  was t h e  r e s u l t  o f  t h e  s i g n i f i c a n t l y  
h i g h e r  p r e d i c t i o n  e r r o r  f o r  t h e  CC/CD model  as  compared 
t o  HC, HC/CD, and CC m o d e l s .  However,  t h i s  h y p o t h e s i s  
c o u l d  n o t  be r e j e c t e d  f o r  t h e  second p e r i o d  ( 1980-1981)  
d a t a .  F u r t h e r m o r e ,  t h e  h y p o t h e s i s  o f  no s i g n i f i c a n t  
e f f e c t o f  i n d u s t r y  on t h e  p r e d i c t i o n  m o d e l s  c o u l d  n o t  
be r e j e c t e d  f o r  t h e  d a t a  from e i t h e r  p e r i o d s .
TABLE 4 . 13
Means and S t a n d a r d  D e v i a t i o n s  of  P r e d i c t i o n  E r r o r s  
f o r  Hold-Out  Samples  by I n d u s t r y  * Model
E r r o r ,  P e r i o d  
& I n d u s t r y
HC Model HC/CD Model CC Model CC/CD Model
Mean Std Dev Mean Std Dev Mean Std Dev Mean Std Dev
ARE (1070-1080)
MOG 0. 93 2 0. 414 0 .8 1 2 0 . 17 2 0 . 925  0 . 40 2 0.779 0 . 27 8
Chem. 1 .678 2.026 1 .501 1 .840 1.926 2 .827 2.910 4.616
PFM 1 .688 2 . 817 1 .437 2 . 578 2 . 525  5 . 276 3.542 5.436
Mach. 0 . 873 0 .5 6 2 1 .021 0 . 563 0 . 859  0 . 539 1.588 1 .842
U 2. 66 9 3.236 2.436 2 . 972 1.871 2 .678 2 . 66 2 2.843
TTE 1 .034 0.807 1 .759 1 .973 1.561 1.130 5.075 8.787
ARE (1080-1081)
MOG 0.522 0.431 0.531 0 . 429 0. 608 0.553 0.969 0.859
Chem. 1 .989 2.691 2.711 5.531 1 .836 2.449 4 . 165 7 .699
PFM 1 .094 1 .281 0 . 973 1.367 1 .051 1 .307 0 . 85 9 1 .014
Mach. 1 .206 0 . 954 1.654 1 .798 1 .177 0 .988 1 .509 1.315
U 1 .185 1 .018 2 . 840 5 . 768 1.139 0 .839 2 .042 3 . 973
TTE 0. 988 0.591 1 .169 0 . 858 0 .850 0 .349 0.941 0 . 46 8
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TABLE 4 .13 ( c o n ' t )
E r r o r ,  P e r io d  
& I n d u s t r y
HC Model HC/CD Model CC Model CC/CD Model
Mean Std Dev Mean Std Dev Mean Std Dev Mean Std Dev
SRE (1979-1980)
MOG 1 .023 0 . 822 0.686 0 .334 1.001 0 .958 0 . 677 0 .429
Chem. 6 .495 14.835 5 .300 10.449 10.899 29 .082 27.644 70.601
PFM 9.990 27 . 798 8.050 22 . 629 31 .424 94.696 39.143 90.916
Mach. 1 .047 1 .268 1 .329 1 .488 0.999  1.182 5.573 13.078
U 16.550 26 .249 13.884 22 .939 9.952  19.862 14.360 25 .648
TTE 1 .656 2.303 6.596 15.050 3.586 5.441 95.248 270.901
SRE (1980-1981)
MOG 0.440 0.597 0 . 448 0 . 6 0 2 0.644 0.997 1 .602 2.188
Chem. 10.474 20.136 34.880 105.911 8.769 21 .225 70.696 158.420
PFM 2. 673 5.583 2 . 628 5 . 774 2 .642 6.171 1 .663 3.189
Mach. 2 . 275 2 . 754 5.645 11.978 2 . 263 2.880 3.831 6 . 252
U 2.337 4 . 273 38.007 113.575 1.930 3.101 18.374 55.906




T h i s  c h a p t e r  i n c l u d e s  f o u r  s e c t i o n s .  F i r s t ,  summary 
o f  t h e  r e s e a r c h  p r o j e c t  and  t h e  r e l a t e d  d a t a  a n a l y s e s  
a r e  p r e s e n t e d .  S e c o n d ,  i m p o r t a n t  c o n c l u s i o n s  t h a t  can 
be r e a c h e d  b a s e d  on t h e  d a t a  a n a l y s e s  a r e  p r e s e n t e d .  
T h i r d ,  t h e  scope  and l i m i t a t i o n s  of  t h e  s t udy  a r e  d i s c u s s e d .  
F i n a l l y ,  i n  t h e  l a s t  s e c t i o n ,  some s u g g e s t i o n s  f o r  f u t u r e  
r e s e a r c h  a r e  p r e s e n t e d .
Summary
The  S t a t e m e n t  o f  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  
No. 33 (SFAS 33)  was  t h e  r e s u l t  o f  a l o n g  t e rm d e b a t e  
w i t h i n  t h e  a c c o u n t i n g  p r o f e s s i o n .  T h i s  s t a t e m e n t  was 
t h e  b e g i n n i n g  o f  a new e r a ,  c a l l e d  t h e  e x p e r i m e n t a t i o n  
w i t h  t h e  F i n a n c i a l  A cc ou n t i ng  S t a n d a r d s ,  i n  t h e  h i s t o r y  
o f  t h e  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  B o a r d  (FASB) .  
SFAS 33 r e q u i r e s  c e r t a i n  c o m pa n i e s  t o  d i s c l o s e ,  i n  t h e  
s u p p l e m e n t a r y  f o r m a t  t o  t h e  t r a d i t i o n a l  h i s t o r i c a l  c o s t  
(HC) f i n a n c i a l  s t a t e m e n t s ,  a c o m pr e he ns iv e  s e t  of  i n f l a t i o n  
a d j u s t e d  d a t a .  The r e q u i r e d  d i s c l o s u r e s  i n c l u d e  h i s t o r i c a l  
c o s t / c o n s t a n t  d o l l a r  (HC/CD), c u r r e n t  c o s t  (CC) and c u r r e n t  
c o s t / c o n s t a n t  d o l l a r  (CC/CD) d i s c l o s u r e s .
The d e b a t e  r e g a r d i n g  t h e  a c c o u n t i n g  f o r  i n f l a t i o n
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and c ha n g i n g  p r i c e s  h as  been g o i ng  on f o r  more t h a n  h a l f  
a c e n t u r y .  From a t h e o r e t i c a l  p o i n t  o f  v i ew,  t h i s  d e b a t e  
h a s  f o c u s e d  on t h r e e  a p p r o a c h e s :  HC/CD, CC, and CC/CD.
When t h e  FASB was d e l i b e r a t i n g  on t h e  i s s u e ,  no a g r eemen t  
c o u l d  be r e a c h e d  w i t h i n  i t s  c o n s t i t u e n c i e s  a s  t o  which 
o f  t h e  t h r e e  a p p r o a c h e s  would r e s u l t  i n  t h e  most  u s e f u l  
i n f o r m a t i o n ,  i f  a n y ,  t o  t h e  f i n a n c i a l  s t a t e m e n t  u s e r s .  
C o n s e q u e n t l y ,  t h e  FASB r e q u i r e d  d i s c l o s u r e s  f o r  a l l  t h r e e  
a p p r o a c h e s .  The o b j e c t i v e  was t o  e x p e r i m e n t  w i t h  t h e  
d i s c l o s u r e s  and d e t e r m i n e  which a p p r o a c h ,  i f  any,  p r o v i d e s  
i n f o r m a t i o n  o v e r  and above t h a t  o f  HC d a t a  a n d / o r  improve 
t h e  q u a l i t y  of  t h e  HC d a t a .
C u r r e n t l y ,  t h e  FASB h a s  i n c l u d e d  t h e  t o p i c  on i t s  
agenda t o  r ev ie w t h e  r e s u l t s  o f  i t s  e x p e r i m e n t a t i o n  w i t h  
t h e  SFAS 33 t o  d e c i d e  w h e t h e r  t o  c o n t i n u e  w i t h  t h i s  s t a t e m e n t ,  
r e v i s e  i t ,  o r  e l i m i n a t e  i t .  Review o f  t h e  l i t e r a t u r e  
r e v e a l e d  43 e m p i r i c a l  s t u d i e s  i n  t h e  g e n e r a l  t o p i c  a r e a  
o f  t h e  SFAS 3 3 .  Twenty  o f  t h e s e  s t u d i e s  c o n c e n t r a t e d  
on t h e  i n f o r m a t i o n  c o n t e n t  of  t h e  d i s c l o s u r e s  made u nde r  
S e c u r i t i e s  and  E x c h a n g e  C o m m i s s i o n ' s  (SEC) A c c o u n t i n g  
S e r i e s  R e l e a s e  (ASR) 190,  t h e  n a t u r e  and t i m i n g  o f  which 
a r e  d i f f e r e n t  f ro m t h e  SFAS 33 d i s c l o s u r e s .  Ni ne  o f  
t h e s e  s t u d i e s  used  some a p p r o x i m a t i o n  t e c h n i q u e s  t o  c o n v e r t  
t h e  HC d a t a  i n t o  HC/CD d a t a  which may have  r e s u l t e d  i n  
d i f f e r e n t  numbers compared t o  t h o s e  a v a i l a b l e  u nde r  SFAS 
3 3 .  C o n s e q u e n t l y ,  t h e  r e s u l t s  o f  t h e  a f o r e m e n t i o n e d
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29 s t u d i e s  a r e  n o t  q u i t e  a p p l i c a b l e  t o  t h e  i n f o r m a t i o n  
a v a i l a b l e  pe r  SFAS 33.
Only 14 s t u d i e s  c o n c e n t r a t e d  on t h e  SFAS 33 d a t a ,  
t h e i r  i n f o r m a t i o n  c o n t e n t ,  and t h e i r  e f f e c t s  on t h e  f i n a n c i a l  
s t a t e m e n t  u s e r s  from d i f f e r e n t  p r o s p e c t i v e s .  The o v e r a l l  
m a j o r i t y  of  t h e s e  s t u d i e s  s u p p o r t e d  a com pl e t e  or  p a r t i a l  
d i s c l o s u r e  o f  t h e  SFAS 33 d a t a .  However ,  t h e  r e s u l t s  
o f  4 o u t  o f  7 m a r k e t  s t u d i e s  which c o n c e n t r a t e d  on t h e  
e f f e c t  of  t h e  SFAS 33 d a t a  on t h e  c a p i t a l  ma r ke t  p a r t i c i p a n t s  
d i d  n o t  s u p p o r t  t h e  d i s c l o s u r e  of  t h e  d a t a .  N e v e r t h e l e s s ,  
two o f  t h e s e  f o u r  s t u d i e s  h a v e  m e t h o d o l o g i c a l  problem 
and t h e  o t h e r  two makes l i m i t e d  use of  t h e  SFAS 33 d a t a .  
C o n s e q u e n t l y ,  one  w o n d e r s  w h e t h e r  t h e  m e t h o d o l o g i c a l  
p r ob le ms  and t h e  l i m i t e d  use  o f  d a t a  ca us e d  t h e  n e g a t i v e  
r e s u l t s .  T h i s  s t u d y  u s e d  a d i f f e r e n t  m e t h o d o l o g y  t o  
c o r r e c t  t h e  d e f f i c i e n c i e s  o f  t h e  p r e v i o u s  s t u d i e s  and 
p r o v i d e  some a d d i t i o n a l  e v i d e n c e  r e g a r d i n g  t h e  e f f e c t  
o f  SFAS 33 d a t a  on t h e  s e c u r i t y  m a r k e t  p a r t i c i p a n t s .
The p u rp os e  of  t h i s  r e s e a r c h  p r o j e c t  was t o  d e t e r m i n e  
w h i c h ,  i f  a n y ,  o f  t h e  s u b s e t s  o f  i n f o r m a t i o n  pe r  SFAS 
33 (HC/CD, CC, and CC/CD) h a s  s u p e r i o r  a b i l i t y  t o  p r e d i c t  
t h e  c h a n g e s  i n  t h e  c o m p a n i e s ’ s t o c k  p r i c e s  as  compared 
t o  t h a t  o f  HC d a t a .  A s e c o n d  l e v e l  o b j e c t i v e  o f  t h e  
s tu dy  was t h e  d e t e r m i n a t i o n  o f  an i n d u s t r y  g r o u p i n g  e f f e c t  
on t h e  p r e d i c t i v e  a b i l i t y  of  t h e  d a t a .  The t e s t  p e r i o d  
cho sen  was an e l e v e n  week p e r i o d  s u r r o u n d i n g  t h e  i s s u a n c e
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d a t e s  o f  t h e  c om pa n i e s '  a nn ua l  r e p o r t  which was a pp r o x i m a t e d  
by u s i n g  t h e  d a t e  o f  t h e  a n n u a l  e a r n i n g s  announcement  
i n  t h e  Wal l  S t r e e t  J o u r n a l .  Data  f o r  two p e r i o d s  (1979-1980 
and 1980 — 1981 ) were  a n a l y z e d  s e p a r a t e l y .
The p o t e n t i a l  s a m p l e  i n c l u d e d  t h e  companes on t h e  
n o n f i n a n c i a l  f i l e  o f  t h e  V e r s i o n  Three  of  t h e  S t a t e m e n t  
33 D a t a  Bank which met a l l  o f  t h e  f o u r  s t a t e d  c r i t e r i a .  
T h e s e  c o m p a n i e s  w e r e  g r o u p e d  i n t o  t h e  v a r i o u s  i n d u s t r y  
g r o u p i n g s  b a s e d  on t h e  f i r s t  two d i g i t s  o f  t h e i r  f o u r  
d i g i t  SIC c o d e .  The f i n a l  s a m p l e  i n c l u d e d  on ly  t h o s e  
c o m p a n i e s  w i t h i n  t h e  i n d u s t r y  g r o u p s  w i t h  a t  l e a s t  30 
o b s e r v a t i o n s .  A p p l i c a t i o n  o f  t h e s e  p r o c e d u r e s  r e s u l t e d  
i n  a sample  o f  217 f o r  t h e  f i r s t  p e r i o d  and 313 f o r  t h e  
s e c o n d  p e r i o d ,  e a c h  o f  w h i c h  had  s i x  i n d u s t r y  g r o u p s .  
The d e p e n d e n t  v a r i a b l e  o f  t h e  s tu dy  was t h e  c u m u l a t i v e  
w e e k l y  r e t u r n  o f  t h e  c om pa n i e s '  s e c u r i t i e s  a d j u s t e d  f o r  
any d i v i d e n d s  and  s t o c k  s p l i t s .  I n d e p e n d e n t  v a r i a b l e s  
w e r e  p e r c e n t a g e  o f  c h a n g e  i n  t h e  p r i m a r y  e a r n i n g s  pe r  
s h a r e  and t h e  r e l a t e d  c o m p o n e n t s  f rom one y e a r  t o  t h e  
n e x t .
To l i m i t  t h e  e f f e c t  o f  e x t r em e  v a l u e s  on t h e  p r e d i c t i o n s  
mo de l s ,  t h e s e  p e r c e n t a g e s  o f  change were  a l l o w ed  t o  f l u c t u a t e  
be tween  -300 and +300 p e r c e n t  and any p e r c e n t a g e  of  change 
o u t s i d e  t h i s  r a n g e  was  f i x e d  a t  t h e  300% l e v e l  w h i c h  
r e s u l t e d  i n  an i n d e x  o f  change b e i n g  used  i n  e s t i m a t i n g  
t h e  p r e d i c t i o n  model s  and t e s t i n g  t h e i r  p r e d i c t i v e  a b i l i t y .
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Each i n d u s t r y  g r oup  was randomly d i v i d e d  i n t o  two subsam­
p l e s .  V a r i a b l e s  o f  t h e  subsampl e  (1)  were  used t o  e s t i m a t e  
t h e  p r e d i c t i o n  m o d e l s .  V a r i a b l e s  o f  t h e  subsampl e  ( 2 ) ,  
t h e  h o l d - o u t  s a m p l e  o f  e a c h  i n d u s t r y  which i n c l u d e d  10
c o m p a n i e s ,  w e r e  u s e d  t o  c a l c u l a t e  t h e  p r e d i c t i o n  e r r o r  
w h i c h  w e r e  t r a n s f o r m e d  t o  r e l a t i v e  e r r o r s  (ARE and SRE) 
t o  t e s t  t h e  p r e d i c t i v e  a b i l i t y  o f  t h e  m o d e l s  and  t h e  
i n d u s t r y  e f f e c t .
The ANOVA of  t h e  m e as u r e s  of  t h e  p r e d i c t i v e  a b i l i t y  
(ARE and SRE) was c a r r i e d  o u t  t h r o u g h  a s p l i t - p l o t  d e s i g n  
w i t h  t h e  i n d u s t r y  on t h e  wh ol e  p l o t  and t h e  p r e d i c t i o n  
model  on t h e  s p l i t - p l o t .  T h i s  a n a l y s i s  i n d i c a t e d  t h a t  
only  t h e  p r e d i c t i v e  a b i l i t y  o f  t h e  model s  was s i g n i f i c a n t l y  
d i f f e r e n t  i n  t h e  f i r s t  p e r i o d  w h i c h  was  a t t r i b u t a b l e
t o  s i g n i f i c a n t l y  h i g h e r  p r e d i c t i o n  e r r o r  ( l o w e r  p r e d i c t i v e  
a b i l i t y )  o f  t h e  CC/CD model  as  compared t o  o t h e r  mode l s .  
C o n s e q u e n t l y ,  t h e  h y p o t h e s i s  o f  no s i g n i f i c a n t  d i f f e r e n c e  
among t h e  p r e d i c t i v e  a b i l i t y  o f  t h e  mode l s  c o u l d  be r e j e c t e d  
i n  t h e  f i r s t  p e r i o d  ( 1 9 7 9 - 1 9 8 0 )  b u t  n o t  i n  t h e  second 
p e r i o d  ( 1 9 8 0 - 1 9 8 1 ) .  F u r t h e r m o r e ,  t h e  r e s u l t s  i n d i c a t e d  
t h a t  t h e  h y p o t h e s i s  o f  no s i g n i f i c a n t  e f f e c t  o f  t h e  i n d u s t r y  
c ou l d  n o t  be r e j e c t e d  i n  e i t h e r  of  t h e  p e r i o d s .
The r e s u l t s ,  a l s o ,  i n d i c a t e d  t h a t  on t h e  a v e r a g e ,
t h e  HC model  had e i t h e r  t h e  l o w e s t  or  t h e  s econd  l o w e s t
p r e d i c t i o n  e r r o r  i n  b o t h  p e r i o d s .  F i n a l l y ,  on t h e  a v e r a g e ,  
none  of  t h e  t h r e e  mode l s  based  on t h e  SFAS 33 d a t a  o u t ­
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p e r fo r me d  t h e  HC model i n  b o t h  p e r i o d s  under  i n v e s t i g a t i o n .  
C o n c l u s i o n s
The r e s u l t s  of  t h i s  s tudy  i n d i c a t e d  t h a t ,  i n  p r e d i c t i n g  
t h e  c h a n g e s  i n  s t o c k  p r i c e s ,  HC i n f o r m a t i o n  c o m p e t e s  
w i t h  t h r e e  s u b s e t s  o f  i n f l a t i o n  a d j u s t e d  d a t a  a v a i l a b l e  
u n d e r  SFAS 33 and none of  t h e s e  t h r e e  can s i g n i f i c a n t l y  
o u t p e r f o r m  t h e  HC d a t a .  C o n s e q u e n t l y ,  i t  can be co n c l ud ed  
t h a t  n one  o f  t h e  s u b s e t s  o f  i n f o r m a t i o n  a v a i l a b l e  pe r  
SFAS 33 p r o v i d e s  s u p e r i o r  i n f o r m a t i o n  i n  p r e d i c t i n g  t h e  
s t o c k  p r i c e  c h a n g e s .  T h i s  i s  a r a t h e r  s t r o n g  r e s u l t  
i n  f a v o r  o f  t h e  HC d a t a  b e c a u s e  t h e  t e s t  p e r i o d s  were  
i n  f a v o r  o f  t h e  SFAS 33 d a t a .  T h i s  i s  t h e  c a s e  b ec au s e  
by t h e  t i m e  o f  t h e  r e l e a s e  o f  ann ua l  r e p o r t s  or  annua l  
e a r n i n g s  announcement  t h e  f i n a n c i a l  s t a t e m e n t  u s e r s  have 
a l r e a d y  had a c c e s s  t o  t h r e e  q u a r t e r l y  r e p o r t s  r e g a r d i n g  
t h e  HC d a t a  and l i t t l e ,  i f  a n y t h i n g  f ro m t h e  SFAS 33 
d a t a .  C o n s e q u e n t l y ,  i f  t h e  SFAS 33 d a t a  i s  used  by t h e  
m a r k e t  p a r t i c i p a n t s ,  t h e  d a t a  s h ou ld  have  had more e l e m e n t s  
o f  s u r p r i s e ,  more  e f f e c t  on t h e  s e c u r i t y  p r i c e s ,  and 
s u p e r i o r  p r e d i c t i v e  a b i l i t y .
These r e s u l t s  c o n f i r m  t h e  r e s u l t s  o f  p r e v i o u s  s t u d i e s  
by Bea ve r  and Landsman [19831,  Soroosh  Joo  [ 1 9 8 2 ] ,  Moustafa  
[ 1 9 8 2 ] ,  and S c h a e f e r  [19831.  The r e s u l t s  a l s o  i n d i c a t e  
t h a t  t h e  m e t h o d o l o g i c a l  p rob lems  o f  t h e  p r e v i o u s  s t u d i e s  
d i d  n o t  have any e f f e c t  on t h e i r  r e s u l t s .  But ,  t h e  r e s u l t s  
a r e  c o n t r a r y  t o  t h o s e  o f  Ahmed [19831,  and Vruwink [ 1 9 8 2 ] .
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However ,  t h e  Ahmed [ 1983 1 s t u d y  i n c l u d e d  o nly  a sample  
o f  companies  w i t h i n  t h e  Machinery i n d u s t r y ,  and t h e  Vruwink 
[1982]  s tu d y  was c a r r i e d  o u t  u s i n g  on ly  t h e  U t i l i t y  companies  
b o t h  o f  w h i c h  a r e  v e r y  l i m i t e d  s amp le s  compared t o  t h e  
i n d u s t r i e s  and number o f  companies  i n c l u d e d  i n  t h e  sample 
f o r  t h e  p r e s e n t  s t u d y .
There  m i gh t  be s e v e r a l  e x p l a n a t i o n s  f o r  t h i s  c o n c l u s i o n .  
As co n t en d ed  by Beaver  and Landsman [19831,  HC may a l r e a d y  
r e f l e c t  t h e  a n t i c i p a t e d  i n f l a t i o n .  U s i n g  HC/CD, CC, 
o r  CC/CD a p p r o a c h e s ,  t h e  new d a t a  a s  i t  a t t e m p t s  t o  r e p o r t  
t h e  e f f e c t  o f  i n f l a t i o n  and  c h a n g i n g  p r i c e s  may r e s u l t  
i n  d o u b l e  c o u n t i n g  t h e  e f f e c t  o f  a n t i c i p a t e d  i n f l a t i o n  
w h i c h  c o u l d  h a v e  a s u b s t a n t i a l  c o n f o u n d i n g  e f f e c t  on 
t h e  d a t a  and r e n d e r  them u s e l e s s .  Ano t her  e x p l a n a t i o n  
may be t h a t ,  a s  d i s c u s s e d  by T r a p n e l l  and Sami [19831 , 
t h e  l a r g e  v o l u m e  o f  i n f o r m a t i o n  d i s c l o s e d  u n d e r  SFAS 
33 and t h e  w i d e  r a n g e  o f  o p t i o n s  a l l o w e d  f o r  p r e p a r i n g  
t h e s e  d a t a  w i t h o u t  m a k i n g  them s u b j e c t  t o  t h e  f o r m a l  
a u d i t  m i g h t  h a v e  c a u s e d  i n f o r m a t i o n  o v e r l o a d  a n d / o r  
c o n f u s i o n  and d i s t r u s t  among t h e  u s e r s .  C o n s e q u e n t l y ,  
i n v e s t o r s  may n o t  use  t h e  d a t a  a t  a l l .
T h i s  l a t t e r  e x p l a n a t i o n  h a s  more  a p p e a l  when one 
c o n s i d e r s  t h e  r e s u l t s  o f  t h o s e  f i e l d  e x p e r i m e n t s  by Liu  
[ 1 9 8 2 ] ,  E l - Ma k sy  [ 1 9 8 3 1 ,  S t r y k e r  [ 1 9 8 1 ] ,  and  Hof fman 
[ 1 9 8 3 1 .  The r e s u l t s  o f  t h e s e  e x p e r i m e n t s  i n d i c a t e d  t h a t  
when t h e  u s e r s  w e r e  p r o v i d e d  w i t h  t h e  CC a n d / o r  HC/CD
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i n f o r m a t i o n  w i t h o u t  o v e r l o a d i n g  them w i t h  a l o t  o f  d i f f e r e n t  
u n a u d i t e d  s u p p l e m e n t a r y  i n f o r m a t i o n ,  t h e y  w o u l d  make 
more  a c c u r a t e  a n d / o r  s i g n i f i c a n t l y  d i f f e r e n t  p r o j e c t i o n s  
a n d / o r  d e c i s i o n s  c o m p a r e d  t o  t h o s e  u s e r s  w i t h  on l y  HC 
i n f o r m a t i o n .
T h i s  h a s  i m p l i c a t i o n  f o r  t h e  s t a n d a r d  s e t t i n g  body 
o f  t h e  a c c o u n t i n g  p r o f e s s i o n .  Tha t  i s  i f  t hey  wish t o  
e x p e r i m e n t  w i t h  some t y p e s  o f  new d i s c l o s u r e s  t hey  s hou ld  
n o t  r e q u i r e  t h e  d i s c l o s u r e s  t o  be made u n d e r  s e v e r a l  
d i f f e r e n t  a p p r o a c h e s  which m i g h t  c r e a t e  i n f o r m a t i o n  o v e r l o a d  
among t h e  u s e r s .  F u r t h e r m o r e ,  i f  t h e  s t a n d a r d  a l l o w s  
d i f f e r e n t  p r a c t i c e s  hy d i f f e r e n t  companies  f o r  t h e  same 
s i t u a t i o n  w i t h o u t  making t h e  r e a s o n a b l e n e s s  o f  t h e  p r a c t i c e  
s u b j e c t  t o  a f orma l  a u d i t  may c a u s e  d i s t r u s t  and c o n f u s i o n  
among t h e  u s e r s  and  r e n d e r s  t h e  d i s c l o s u r e s  u s e l e s s .
S t i l l  a n o t h e r  e x p l a n a t i o n  m i g h t  be,  as  p o i n t e d  o u t  
by B e a v e r  and La nd sm an  [ 1 9 8 3 ] ,  t h a t  o f  c o m p l e x i t y  o f  
t h e  d a t a  a n d / o r  f i n a n c i a l  s t a t e m e n t  u s e r s  who a r e  u n e x p e r i ­
e n c e d  and u n f a m i l i a r  w i t h  t h e  i n f l a t i o n  a d j u s t e d  d a t a .  
T h i s  e x p l a n a t i o n  h a s  i m p l i c a t i o n s  f o r  f u t u r e  r e s e a r c h .  
T h a t  i s ,  a s  d a t a  b ec o m e s  a v a i l a b l e  f o r  f u t u r e  p e r i o d s  
and  more  e x p e r i e n c e  i s  g a i n e d  w i t h  t h e  SFAS 33 d a t a ,  
t h e  r e s e a r c h e r s  may t r y  t o  d e t e r m i n e  w h e t h e r  t h e r e  i s  
any i n f o r m a t i o n  c o n t e n t  a t t r i b u t a b l e  t o  t h e  SFAS 33 d a t a  
i n  t h o s e  l a t e r  p e r i o d s  w h i c h  may c o n f i r m  t h e  l e a r n i n g  
p r o p o s i  t i o n .
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F i n a l l y ,  t h e  l a s t  e x p l a n a t i o n  m i g h t  be t h a t  t h e  
u s e r s  do n o t  p e r c e i v e  t h e  SFAS 33 d a t a  t o  have  any i n f o r m a t i o n  
c o n t e n t .  However,  i n  t h e  l i g h t  o f  t h e  r e s u l t s  of  d i f f e r e n t  
f i e l d  e x p e r i m e n t s  m en t i o n e d  e a r l i e r ,  t h i s  i s  n o t  a h i g h l y  
p r o b a b l e  e x p l a n a t i o n .
P r e v i o u s  s t u d i e s ,  s uc h  a s  t h e  B e a v e r  and Landsman 
[19831 s t u d y ,  d e a l t  w i t h  t h e  problem of  o u t l i e r s  by d e l e t i n g  
them from t h e  l i s t  o f  t h e i r  o b s e r v a t i o n s .  However,  when 
an o b s e r v a t i o n  w i t h  an e x t r e m e  v a l u e  i s  d e l e t e d  t h e n  
i t s  e f f e c t  i s  t o t a l l y  i g n o r e d .  On t h e  o t h e r  hand,  when 
an o b s e r v a t i o n  w i t h  an ex t r eme  v a l u e  i s  i n c l u d e d  i n  t h e  
a n a l y s i s  i t  may c a u s e  u n r e a s o n a b l e  r e s u l t s .  C o n s e q u e n t l y ,  
in  t h e  p r e s e n t  s tudy  t h e  o u t l i e r s  wer e  l i m i t e d  and c o n t r o l l e d  
i n  t h e i r  f l u c t u a t i o n s .  T h i s  r e s u l t e d  i n  l i m i t i n g  t h e  
e f f e c t  o f  o u t l i e r s  on t h e  r e s u l t s  w h i l e  n o t  t o t a l l y  i g n o r i n g  
them w h i c h  makes  t h e  o b t a i n e d  r e s u l t s  more r e a s o n a b l e .
One o t h e r  m a j o r  r e s u l t  o f  t h e  s tu dy  i s  t h a t  o f  no 
s i g n i f i c a n t  e f f e c t  o f  i n d u s t r y  on t h e  p r e d i c t i o n  model s .  
An e x p l a n a t i o n  f o r  t h i s  r e s u l t  may be t h a t  i n d u s t r y  g r o u p i n g s  
i n c l u d e d  i n  t h e  s tu dy  were t h o s e  t h a t  a r e  g e n e r a l l y  c a p i t a l  
i n t e n s i v e .  C o n s e q u e n t l y ,  they  do n o t  s i g n i f i c a n t l y  d i f f e r  
f rom e a c h  o t h e r  on t h e i r  f i n a n c i a l  s t a t e m e n t s  b ecaus e  
o f  t h e  e f f e c t s  o f  i n f l a t i o n  and c h a n g i n g  p r i c e s .
T h i s  s t u d y  s e n d s  a s i g n a l  t o  t h e  s t a n d a r d  s e t t i n g  
body o f  t h e  a c c o u n t i n g  p r o f e s s i o n  t h a t  (1 )  CC/CD h a s  
s i g n i f i c a n t l y  l o w e r  i n f o r m a t i o n  c o n t e n t  a s  compared t o
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HC, HC/CD, and CC, (2)  none of  t h e  s u b s e t s  o f  i n f o r m a t i o n  
u nde r  SFAS 33 p r o v i d e d  s u p e r i o r  i n f o r m a t i o n  i n  p r e d i c t i n g  
t h e  c h a n g e s  i n  s t o c k  p r i c e s  as  compared t o  t h e  HC d a t a ,  
and  ( 3 )  i n  r e c o n s i d e r i n g  and r e v i s i n g  t h e  SFAS 33,  t h e  
FASB s h o u l d  r e q u i r e  o n l y  t h e  CC r a t h e r  t h a n  HC/CD, CC, 
and CC/CD a l l  t o g e t h e r .  Because ,  none of  them i s  s u p e r i o r  
t o  HC i n  p r e d i c t i n g  t h e  c h a n g e s  i n  s t o c k  p r i c e s ,  CC/CD 
i s  i n f e r i o r  t o  HC/CD and CC i n  p r e d i c t i n g  t h e  changes  
i n  s t o c k  p r i c e s ,  and t h e  HC/CD i s  based  on HC and does  
n o t  p r o v i d e  much new i n f o r m a t i o n  as  compared t o  HC i t s e l f .
H o we v e r ,  d e s p i t e  t h e  f a c t  t h a t  SFAS 33 d a t a  a r e  
n o t  s u p e r i o r  t o  t h e  HC d a t a ,  t h e  S t a t e m e n t  s h o u l d  n o t  
be e l i m i n a t e d  t o t a l l y .  B e c a u s e  a s  d i s c u s s e d  by Beaver  
and  La ndsman  [ 1 9 8 3 ] ,  t h e  c o m p a n i e s  and  t h e  a c c o u n t i n g  
p r o f e s s i o n  h a v e  a l r e a d y  i n c u r r e d  t h e  s t a r t - u p  c o s t s  and 
s i n c e  t h e  h i gh  r a t e  of  i n f l a t i o n  may come back  i n  f u t u r e  
y e a r s  i t  i s  b e t t e r  t o  have a s t a n d a r d  i n  p l a c e  t o  d ea l  
w i t h  i t  i m m ed i a t e l y  r a t h e r  t h a n  s t a r t i n g  a l l  o v e r  a g a i n .
The r e s u l t s  and c o n c l u s i o n s  o f  t h i s  s t ud y  s h o u l d  be viewed
i n  t h e  l i g h t  o f  t h e  r e l a t e d  scope  and l i m i t a t i o n s  d i s c u s s e d
i n  t h e  n e x t  s e c t i o n  of  t h i s  C h a p t e r .
Scope and L i m i t a t i o n s
T h i s  s tudy  c o n c e n t r a t e d  on t h e  p o p u l a t i o n  o f  n o n - f i n -  
a n c i a l  c o m p a n i e s  l i s t e d  i n  t h e  FASB S t a t e m e n t  33 Data 
B a n k .  C o n s e q u e n t l y ,  t h e  r e s u l t s  a r e  a p p l i c a b l e  o n l y  
t o  s u c h  c o m p a n i e s .  The s a m p l e  s e l e c t i o n  c r i t e r i a  may
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p r e s e n t  a s e l e c t i o n  b i a s  i n  which c a s e  t h e  r e s u l t s  may 
n o t  be e x t e n d e d  t o  t h e  p o p u l a t i o n  w i t h o u t  r e s e r v a t i o n s .  
Many d i f f e r e n t  b e n e f i t s  m i g h t  be d e r i v e d  from t h e  supplem­
e n t a r y  i n f o r m a t i o n  u n d e r  SFAS 3 3 ,  h o w e v e r ,  t h i s  s tudy  
on ly  e x p l o r e d  t h e  u s e f u l n e s s  o f  t h e  i n f o r m a t i o n  i n  p r e d i c t i n g  
t h e  s t o c k  p r i c e  c ha n g e s .
T h i s  s t u d y  was c a r r i e d  o u t  u n d e r  t h e  a s s u m p t i o n s  
o f  ( 1 )  m a r k e t  e f f i c i e n c y  i n  s e m i - s t r o n g  f o rm,  and (2) 
l i n e a r  r e l a t i o n s h i p  b e t w e e n  e a r n i n g s  pe r  s h a r e  changes  
a n d  t h e  r e l a t e d  c o m p o n e n t s  and  s t o c k  p r i c e  c h a n g e s .  
F u r t h e r m o r e ,  i t  i s  assumed t h a t  t h e  t e s t  p e r i o d  of  e l e v e n  
w e e k s  ( t h e  week o f  t h e  r e l e a s e  of  annu a l  r e p o r t s  t o  t h e  
p u b l i c ,  f i v e  w e e k s  b e f o r e ,  and  f i v e  w e e k s  a f t e r  t h i s  
r e l e a s e  d a t e )  i s  an a p p r o p r i a t e  t ime  span f o r  t h e  ma r ke t  
t o  r e s p o n d  t o  t h e  new d a t a .  C o n s e q u e n t l y ,  t h e  r e s u l t s  
s h o u l d  be i n t e r p r e t e d  w i t h i n  t h e  c o n t e n t  of  t h e s e  con­
s t r a i n t s .  F i n a l l y ,  t h e  r e s u l t s  a r e  a p p l i c a b l e  only  t o  
t h e  p e r i o d s  w i t h  i n f l a t i o n  r a t e s  and economic c o n d i t i o n s  
comp ar ab le  t o  t h e  p r e v a i l i n g  i n f l a t i o n  r a t e s  and economic 
c o n d i t i o n s  i n  t h e  y e a r s  1979 t h r o u g h  and i n c l u d i n g  1981.
S u g g e s t i o n s  f o r  F u t u r e  R es ea r ch
As d a t a  b ec o m e s  a v a i l a b l e  f o r  a d d i t i o n a l  p e r i o d s  
and  more  e x p e r i e n c e  i s  g a i n e d  w i t h  t h e  SFAS 33 d a t a ,  
r e s e a r c h e r s  may t r y  t o  d e t e r m i n e  w h e t h e r  t h e r e  i s  a l e a r n i n g  
e f f e c t .  T h i s  may be d e t e r m i n e d  by r e p l i c a t i n g  p r e v i o u s  
r e s e a r c h  by u s i n g  t h e  d a t a  t h a t  be co me s  a v a i l a b l e  f o r
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f u t u r e  p e r i o d s  or  c o n s t r u c t i n g  new m e t h o d o l o g i e s  t o  t e s t  
t h e  l e a r n i n g  e f f e c t .  The u s e f u l n e s s  o f  t h e  SFAS 33 d a t a  
i n  p r e d i c t i n g  b a n k r u p t c y  a s  c o m p a r e d  t o  HC i s  a n o t h e r  
p r o b l e m  t h a t  f u t u r e  r e s e a r c h  may i n v e s t i g a t e .  A l s o ,  
f u t u r e  r e s e a r c h  may compar e  t h e  a b i l i t y  o f  SFAS 33 and 
HC d a t a  t o  i d e n t i f y  c a n d i d a t e s  f o r  m e r g e r s  and a c q u i s i t i o n s .
An i n t e r e s t i n g  q u e s t i o n  t h a t  f u t u r e  r e s e a r c h  may 
t r y  t o  a n s w e r  i s  which  s u b s e t  of  i n f o r m a t i o n  under  SFAS 
33 i n  c o m b i n a t i o n  w i t h  t h e  HC d a t a  h as  more i n f o r m a t i o n  
c o n t e n t  t h a n  t h e  HC i t s e l f .  I n  o t h e r  w o r d s ,  t h e  SFAS 
33 d a t a  may n o t  h a v e  s u p e r i o r  i n f o r m a t i o n  c o n t e n t  a s  
c o m p a r e d  t o  HC, n e v e r t h e l e s s ,  t h e  d a t a  may improve t h e  
q u a l i t y  o f  t h e  HC d a t a  i n  m a k i n g  d i f f e r e n t  d e c i s i o n s  
a n d / o r  p r e d i c t i o n s .
I n f o r m a t i o n  c o n t e n t  of  t h e  SFAS 33 d a t a  a s  compared 
t o  HC d a t a  i n  p r e d i c t i n g  t h e  bond r a t i n g s  o f  d i f f e r e n t  
c o m p a n i e s  may p r o v i d e  a n o t h e r  p r o b l e m  w h i c h  i s  wor thy 
o f  r e s e a r c h .  F i n a l l y ,  w h e t h e r  companies  have  used t h e  
same o r  s i m i l a r  p r o c e d u r e s  and i n d i c e s  i n  comput ing  t h e  
SFAS 33 d a t a  ( s p e c i f i c a l l y  t h e  CC d a t a )  h a s  n o t  b e e n  
d e t e r m i n e d .  T h i s  i s  i m p o r t a n t  t o  t h e  u s e r s  b ec au s e  i f  
c o m p a n i e s ,  a t  l e a s t  w i t h i n  t h e  same i n d u s t r y ,  do n o t  
use  t h e  same or  s i m i l a r  p r o c e d u r e s  and i n d i c e s  i n  comput ing 
t h e  SFAS 33 d a t a ,  t h e n  t h e  d a t a  a r e  n o t  co mpar ab le  a c r o s s  
c o m p a n i e s  w h i c h  p r e s e n t s  a s e r i o u s  l i m i t a t i o n  t o  t h e  
u s e f u l n e s s  of  t h e  d a t a .
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L i s t  of  t h e  Companies  I n c l u d e d  i n  t h e  Samples
I n d u s t r y  & Company
Subsample  (1) Subsample  (2) 
7Q-80 80-81 7Q-80 80-81
Mining,  Oi l  & Gas :
Adobe Oi l  & Gas Corp.
Amax I n c .
Amerada Hess 
American P e t r o f i n a  
Apache Corp.
Ar k l a  I n c .
Be lco  P e t r o .  Corp.
C h a r t e r  Company 
C i t i e s  S e r v i c e s  Co.
C l a r k  Oi l  & R e f i n i n g  
C l e v e l a n d  C l i f f s  I r o n  Co. 
C r u t h e r  R e s o u r c e s  Corp.  
Crown C e n t r a l  P e t r o .  Corp.  
C r y s t a l  Oi l  Company 
E a s t e r n  Gas and Fuel  
A s s o c i a t e s  
Exxon Corp.
F oo t e  Mine r a l  Co. 
Freepor t -McMoran  I n c .
G e t t y  Oi l  Company 
Gl ob a l  Marine  I n c .
G u l f  Oi l  Corp.




I nexco  Oi l  Co.
Kaneb S e r v i c e s  I n c .  
L o u i s i a n a  Land and 
E x p l o r a t i o n  Co.
MC0 H ol d in g s  I n c .
Mapco I n c .
Marathon Oi l  Co.
Mobil  Corp.
Murphy Oi l  Corp.
Natomas Company 
Newmont Mining Corp.
Noble A f f i l i a t e s  I n c .  
O c c i d e n t a l  P e t r o .  Corp.  
Ocean D r i l l i n g  & 
E x p l o r a t i o n  Co.





































APPENDIX A ( c o n ' t )
it I n d u s t r y  & Comoanv
Subsamole  (1) 
7Q-80 80-81
Subsamole  (2)  
79-80 80-81
Mining,  Oi l  & Gas ( c on ' t ) ;
39 P h e l p s  Dodge Corp. X
40 P h i l i p s  P e t r o  Co. X X
41 P i t t s t o n  Company X
42 Pogo P r o d u c i n g  Co. X X
43 Quaker  S t a t e  O i l  and
R e f i n i n g  Corp. X
44 Reading  and B a t e s  Corp. X
45 Rowan Companies  I n c . X X
46 S a b i ne  Corp. X
47 S h e l l  Oi l  Company X X
48 S o u t h e r n  Union Co. X X
49 S o u t h l a n d  R oy a l t y  Co. X
50 S t a n d a r d  Oi l  Co.
C a l i f o r n i a X X
51 S t a n d a r d  Oi l  Co.
I n d i a n a X
52 S t a n d a r d  Oi l  Co. Ohio X X
53 Sun Co. I n c . X X
54 Texaco I nc . X X
55 Tosco Corp. X
56 T o t a l  P e t r o .  Nor th
America LTD X
57 Vulcan M a t e r i a l s  Co. X X
C h e m i c a l s :
1 Ab b ot t  L a b o r a t o r i e s X X
2 A l l i e d  Corp. X
3 Amer ican Cyanamid Co. X X
4 Amer ican Home 
P r o d u c t s  Corp. X X
5 Avon P r o d u c t s  I n c . X
6 B a x t e r  T r aveno l  
L a b o r a t o r i e s  I n c . X X
7 Beker  I n d u s t r i e s  Corp. X X
8 Big Thr ee  I n d u s t r i e s X
9 C h e s e b r o u g h - P o n d ' s  I n c . X X
10 C o l g a t e - P a l m o l i v e  Co. X X
11 De s o t o  I nc . X
12 Diamond Shamrock Corp. X
13 Dow Chemical  Company X X
14 Du Pont  El  De Nemours X
15 E t h y l  Corp. X X
16 FMC Corp. X
17 F e r r o  Corp. X
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Subsamole  (1) Subsamole  (2)
it I n d u s t r y  & Company 7 9-80 80-81 7 Q-80 80-J1
Chemica l s  ( c o n ' t ) :
18 Grace  (W.R. ) & Co. X X
19 H e r c u l e s  I n c . X
20 I n t e r n a t i o n a l  F l a v o r s  & 
F r a g r a n c e s  I n c . X
21 L i l l y  E l i  & Co. X
22 L u b r i z o l  Corp. X X
23 Merck & Co. I n c . X X
24 Monsanto Co. X
25 NL I n d u s t r i e s  I n c . X X
26 O l i n  Corp. X X
27 Pennwal t  Corp. X X
28 P f i z e r  I nc . X
29 Re ic hh o ld  Chemi ca l s  I nc . X X
30 Revlon I nc . X
31 Robins  (AH) Co. X X
32 Rohm and Haas Co. X
33 Ro re r  Group X
34 S c h e r i n g - P l o u g h X
35 S h e r w i n - W i l l i a m s  Co. X X
36 S qui bb  Corp. X
37 S t a u f f e r  Chemical  Co. X X
38 S t e r l i n g  Drug I n c . X
39 Sun Chemical  Corp. X X
40 Union Car b i de  Corp. X
41 Upjohn Company X X
42 Warner  Lamber t  Co. X X
43 Witco Chemical  Corp. X
Prlm.anv and F a b r i c a t e d  M e t a l s ;
1
■*—fc S '* rfi ~  V* ~  V  V ----
Alcan Aluminum LTD
* * V  W .fa-Jad •
X
2 Al l egheny  I n t e r n a t i o n a l I n c . X
3 Aluminum Company of  
America X
4 American Can Co. X X
5 American S t a n d a r d  I n c . X
6 AMPC0 P i t t s b u r g h  Corp. X
7 Armco I nc . X X
8 A t h l o ne  I n d u s t r i e s  I n c . X X
9 Ba r ne s  Group I n c . X X
10 Bethlehem S t e e l X
11 Brush Wellman I n c . X X
12 Burndy Corp. X
13 CBI I n d u s t r i e s  I n c . X
14 CECO Corp. X
1 3 6
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# I n d u s t r y  & Company
Subsamole  (1) 
7Q-80 80-81
Subsamole  (2) 
7 Q-80 80-81
Pr imary  and F a b r i c a t e d  M e t a l s  ( c o n ' t ) :
15 Chromal loy American Corp. X
16 Combust ion E n g i n e e r i n g
I n c . X X
17 C o n t i n a n t a l  Group I n c . X
18 Copperweld Corp. X X
19 Crown Cork & Sea l  I nc . X
20 Cyclops  C o r p o r a t i o n X
21 Easco Corp. X X
22 Emhar t  Corp. X X
23 Handy & Harman X
24 Harsco  Corp. X X
25 IU I n t e r n a t i o n a l  Corp. X
26 I l l i n o i s  Tool  Works I n c . X
27 I n l a n d  S t e e l  Co. X
28 K a i s e r  Aluminum &
Chemical  Corp. X
29 K a i s e r  S t e e l  Corp. X
30 Koppers  Co. X X
31 LTV Corp. X X
32 Lamson & S e s s i o n s  Co. X X
33 Masco Corp. X X
34 Midland Ross Corp. X X
35 N a t i o n a l  Can Corp. X
36 N a t i o n a l  S t e e l  Corp. X X
37 Nucor Corp. X
38 Phoenix  S t e e l  Corp. X X
39 R e p u b l i c  S t e e l  Corp. X X
40 Revere  Copper & B r a s s X X
41 Reynolds  M e ta l s  Co. X X
42 R o b e r t s o n  (H.H. )  Co. X
43 SPS T e c h n o l o g i e s X X
44 S c o v i l l  I n c . X X
45 Sharon  S t e e l  Corp. X X
46 Snap-On To o l s  Corp. X X
47 S t e w a r t  Warner  Corp. X
48 T y l e r  Corp. X X
49 US S t e e l  Corp. X
50 Whi te  C o n s o l i d a t e d
I n d u s t r i e s  I n c . X X
Machinery :
1 A l l i e d  P r o d u c t s  Corp. X
2 A l l i s  Chalmers  Corp. X X
3 Amdahl Corp. X
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Subsample  (1)  Subsample  (2)
# I n d u s t r y  & Company 79-80 80-81 79-80 80 — i
Machinery ( c o n ’ t ) :
4 AMP I n c . X X
5 Brown & Sharpe  MFG Co. X
6 B u c y r u s - E r i e  Co. X
7 B ur ro ugh s  Corp. X X
8 C a t e r p i l l a r  T r a c t o r  Co. X X
9 Champion Spar k  P l ug X
10 C i n c i n n a t i  M i l a c r o n  I n c . X X
11 C l a r k  Equipment  Co. X X
12 C o l t  I n d u s t r i e s  I n c . X X
13 Cooper I n d u s t r i e s  I n c . X
14 Dover Corp. X X
15 E n t e r r a  Corp. X
16 G en er a l  E l e c t r i c  co. X
17 G en e r a l  S i g n a l  Corp. X
18 Gleas on  Works X
19 Gould I n c . X X
20 Hes s t on  Corp. X X
21 Honeywel l  I nc . X X
22 Hughes Tool  Co. X X
23 I n g e r s o l l  Rand Co. X
24 IBM X
25 ITT X X
26 Katy I n d u s t r i e s  I n c . X
27 Maytag Co. X X
28 Mo tor o l a  I n c . X X
29 NCR Corp. X
30 N. American P h i l i p s  Corp. X
31 P i t n e y  Bowes I n c . X X
32 Raytheon Co. X
33 S e a l e d  Power Corp. X X
34 S i n g e r  Co. X
35 Smi th I n t e r n a t i o n a l  I n c . X
36 Squar e  D Co. X X
37 Te le d yn e  I n c . X X
38 Texas  I n s t r u m e n t s  I n c . X X
39 Thomas & B e t t s  Corp. X X
40 Timken Co. X
41 UMC I n d u s t r i e s  I n c . X X
42 Wean Un i t ed  I n c . X X
43 We s t ing hou se  E l e c t r i c  
Corp. X X
44 W h i r l p o o l  Corp. X X
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Subsample  (1) Subsample  (2)
1 I n d u s t r y  & Company_______ 79-80  80-81 79-80 80-81
U t i l i t i e s :
1 Al legheny  Power System
I n c . X X
2 Amer ican Water  Works I n c . X X
3 Ar izona  P u b l i c  S e r v i c e  Co. X X
4 B a l t i m o r e  Gas & 
E l e c t r i c  Co. X
5 Bay S t a t e  Gas Co. X X
6 Bos ton  Ed i son  Co. X X
7 CP N a t i o n a l  Corp. X X
8 C a r o l i n a  Power & L i g h t  Co. X
9 C e n t r a l  Hudson Gas &
E l e c t r i c  Corp. X X
10 C e n t r a l  I l l i n o i s  L i g h t  Co. X
11 C e n t r a l  I l l i n o i s  P u b l i c
S e r v i c e  Co. X X
1 2 C e n t r a l  Main Power Co. X
13 C e n t r a l  Vermont  P u b l i c  
S e r v i c e  Corp. X
14 C i n c i n n a t i  Gas &
E l e c t r i c  Co. X X
15 C l e v e l a n d  E l e c t r i c
I l l u m i n a t i n g  Co. X X
16 C o a s t a l  Corp. X
17 Columbia Gas System I n c . X
18 C o n n e c t i c u t  N a t u r a l  Gas 
Corp.
19 Consumer Power Co. X
20 Dayton Power and L i g h t  Co. X
21 Delmarva Power & L i g h t  Co. X
22 D e t r o i t  Ed i s on  Co. X
23 Duke Power Co.
24 Duquesne L i g h t  Co. X
25 E a s t e r n  U t i l i t i e s  A s s o c i a t e s X
26 El Paso Co. X
27 Empire D i s t r i c t  E l e c t r i c  CoX X
28 E q u i t a b l e  Gas Co. X
29 F l o r i d a  Power & L i g h t  Co. X X
30 Gas S e r v i c e  Co. X X
31 Ge n e r a l  P u b l i c  U t i l i t i e s X X
32 G u l f  S t a t e s  U t i l i t i e s  Co.
33 Hackensack  Wa te r  Co.
34 Hous ton I n d u s t r i e s  I n c . X
35 I daho  Power Co. X
36 I l l i n o i s  Power Co. X X
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Subsample  (1) Subsample  (2)
# I n d u s t r y  & Company_______ 79-80 80-81 79-80 80-81
U t i l i t i e s  ( c o n 1t ) :
37 I n d i a n a p o l i s  Power &
L i g h t  Co. X
38 I n t e r n o r t h  I n c . X X
39 I n t e r s t a t e  Power Co. X
40 Iowa E l e c t r i c  L i g h t  &
Power Co. X X
41 Iowa P u b l i c  S e r v i c e s  Co.
42 Iowa R e s o u r c e s  I n c . X
43 Kansas  Ci t y  Power &
L i g h t  Co. X
44 Kansas  Gas & E l e c t r i c  Co. X
45 L o u i s v i l l e  Gas & E l e c t r i c X
46 Michigan  Energy
R e s o u r c e s  Co. X
47 Middle  South  U t i l i t i e s  I nc . X
48 Minneso t a  Power & L i g h t  Co. X
49 M i s s o u r i  P u b l i c  S e r v i c e s  CoX X
50 Montana-Dakota  U t i l i t y  Co. X X
51 Montana Power Co. X
52 Mountain  Fue l  Supply Co. X X
53 Nevada Power Co. X X
54 New York S t a t e  E l e c t r i c
& Gas Corp. X X
55 N i ag a r a  Mohawk Power Corp. X X
56 Ni cor  I nc . X
57 N o r t h e a s t  U t i l i t i e s X
58 N o r t h e r n  I n d i a n a  P u b l i c
S e r v i c e  Co. X
59 N o r t h e r n  S t a t e s  Power Co.
60 No r t hwe s t  Energy Co. X
61 Ohio Ed i son  Co. X X
62 Oklahoma Gas and
E l e c t r i c  Co. X X
63 Orange & Rockland
U t i l i t i e s  I n c . X X
64 P a c i f i c  Gas and E l e c t r i c X X
65 P a c i f i c  L i g h t i n g  Corp. X
66 P a c i f i c  Power & L i g h t  Co. X
67 P a nh an d l e  E a s t e r n  Corp. X
68 P e n n s y l v a n i a  Power &
L i g h t  Co. X
69 P i o n e e r  Corp. X
70 P o r t l a n d  G e n e r a l
E l e c t r i c  Co. X X
71 Potomac E l e c t r i c  Power Co. X
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Subsample  (1) Subsample  -(-2.)
jf______ I n d u s t r y  & Company_______ 70-80 80-81 79-80 80-81
U t i l i t i e s  ( c o n ' t ) :
72 P u b l i c  S e r v i c e  Co. o f
Colorado X
73 P u b l i c  S e r v i c e  Co. of
I n d i a n a  I n c . X X
74 P u b l i c  S e r v i c e  Co. of
New Hampshire X X
75 P u b l i c  S e r v i c e  Co. o f
New Mexico X X
76 P u b l i c  S e r v i c e  E l e c t r i c
& Gas Co. X
77 P uge t  Sound Power &
L i g h t  Co. X
78 R o c h e s t e r  Gas and
E l e c t r i c  Corp. X X
79 S t .  J oseph  L i g h t  &
Power Co. X
80 San Diego Gas &
E l e c t r i c  Co. X X
81 S o n a t  I nc .
82 South  C a r o l i n a  E l e c t r i c
& Gas Co. X X
83 South  J e r s e y  I n d u s t r i e s -
I n c . X
84 S o u t h e r n  C a l i f o r n i a  Edi son X X
85 S o u t h e r n  Co. X X
86 S o u t h e r n  I n d i a n a  Gas &
E l e c t r i c  Co. X X
87 S o ut h we s t  Gas Corp. X
88 TECO Energy I n c . X
89 Texas  E a s t e r n  Corp. X
90 Texas  New Mexico Power Co. X
91 Texas  U t i l i t i e s X
92 Toledo Ed i son  Co. X X
93 Tr ans co  Energy Companies
I n c . X
94 Tucson E l e c t r i c  Power Co. X
95 UGI C o r p o r a t i o n X
96 Union E l e c t r i c  Co. X X
97 U n i t e d  Energy R e s o u r c e s
I n c . X X
98 U n i t e d  I l l u m i n a t i n g  Co. X X
99 Utah Power & L i g h t  Co. X X
100 V a l e r o  Energy Corp. X
101 Wicor I n c . X
102 Wash i ng ton  Gas L i g h t  Co. X
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Subsamol e (1) SubsamDle (2)
# I n d u s t r y & ComDanv 7Q-80 80 -81 79-80 80 -81
U t i l i t i e s (con* t )  :
103 Waste  Mana gement  I n c . X X
104 Wi sc o ns in E l e c t r i c  Power
Co. X X
105 Wi sc ons i n Power & L i g h t X X
T r a n s D o r t a t i o n  & T r a n s D o r t a t i o n Eq u i o m e n t :
1 ACF I n d u s t r i e s  I n c . X X
2 A l l e n  Group I n c . X
3 A r k an sa s  B e s t  Corp. X X
4 Boeing  Co. X
5 Borg-Warner  Corp. X X
6 B r a n i f f  I n t e r n a t i o n a l  Corp .X
7 B u r l i n g t o n  N o r t h e r n  I n c . X X
8 CSX C o r p o r a t i o n X
9 Chicago & N'W T r a n s ­
p o r t a t i o n  Co. X
10 Coleman I n c . X Vn.
11 C o n s o l i d a t e d  F r e i g h t  
Ways I n c . X
12 C u r t i s s - W r i g h t  Corp. X
13 E a s t e r n  A i r l i n e s  I n c . X
14 Ea ton  Corp. X X
15 F e d e r a l  Mogul Corp. X X
16 F l o r i d a  E a s t  Coa s t  
Rai lway Co. X
17 F r u e h a u f  Corp. X X
18 Fuqua I n d u s t r i e s  I n c . X
19 GATX Corp. X X
20 G a t e s  L e a r j e t  Corp. X
21 Greyhound Corp. X X
22 Grumman Corp. X
23 Lockheed Corp. X X
24 Mcdonnel l  Doug l as  Corp. X X
25 Moore McCormack
R e s o u r c e s  I n c . X X
26 Ogden Corp. X X
27 Ozark A i r l i n e s X
28 PSA I n c . X X
29 Pan Amer ican World 
Ai rways X X
30 Piedmont  A v i a t i o n  I n c . X X
31 P u r o l a t o r  I n c . X X
32 R e p u b l i c  A i r l i n e s X X
33 Rio Grande I n d u s t r i e s  I n c . X X
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# I n d u s t r v  & ComDanv
SubsamDle (1)  SubsamDle (2)  
79-80 80-81 79-80 80-81
T r a n s D o r t a t i o n  & T r a n s D o r t a t i o n Eauioment ( c o n ' t ) :
34 S a n t e  Fe I n d u s t r i e s  I n c . X
35 S i g n a l  Companies X
36 Smi th ( A . 0 . )  Corp. X
37 Soo Li ne  R a i l r o a d  Co. X
38 S o u t h e r n  Co. X X
39 So ut hwes t  A i r l i n e s  Co. X
40 TRW I nc . X X
41 Texas  Ai r  Corp. X X
42 T i g e r  I n t e r n a t i o n a l X
43 T r an s wo r l d  Corp. X
44 Transway I n t e r n a t i o n a l
Corp. X X
45 UAL I nc . X
46 Union P a c i f i c  Corp. X X
47 Wes te rn  A i r l i n e s  I n c . X X
48 World Airways  I n c . X X
Note : An X i n d i c a t e  t h a t  t h e company has  been i n c l u d e d
i n  t h e  i n d i c a t e d  subsampl e  and p e r i o d .
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